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To the President of the Senate and the 
Speaker of the House of Representatives 

The accompanying report summ.arizes our findings on the need 
for the Department of Defense to improve its controls over Governrnent- 
owned property in contractors' plants, 

On the basis of our review, we believe that there is a need to 
improve the system of property controls over Government-owned fa- 
cilities, special tooling, and material in the possession of contractors, 
Generally, our review disclosed weaknesses with regard to effective 
use of industrial plant equipment, rental arrangements, and accounting 
for and control of special tooling and material, Further, we found that 
certain aspects of the work of Government property administrators and 
internal auditors were in need of improvement, 

Our findings and recommendations, together with the related cor- 
rective measures taken or promised by the Department of Defense, are  
summarized on pages 3 through 8 in the highlights section of the report, 

In our cooperative &forts, we informed Defense officials, both at 
local and departmental levels, of the weaknesses observed in our review 
at the earliest practicable time and we participated in a series of meet- 
ings with departmental officials, at which time we discussed the need 
for the various improvements to property contrbl. systems discussed in 
the report, Although we have discussed the details of our findings with 
the contractors and universities involved, we did not obtain their written 
comments regarding the contents of this report, 

This report is being issued so that the Congress m a y  be informed 
of the actions taken, or under consideration, and the additional steps 
which we feel the Department of Defense must take to improve the ad- 
ministration and control over Government-owned property in the pos- 
session of contractors, 
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REPORT ON 

NEED FOR IMPROVMENTS I N  CONTROLS OVER 

GOVERNMENT-OWNED PROPERTY I N  CONTW-CTORS' PLANTS 

DEPARTMENT OF DEFENSE 

INTRODUCTION 

The General Accounting Office has made a review of t he  adequacy of 
cont ro ls  over Government-owned property i n  t he  possession of contractors .  
The review w a s  performed pursuant t o  recommendations made by the  former 
Subcommittee on Federal Procurement and Regulation (now the  Subcommittee on 
Economy i n  Government), Jo in t  Economic Committee, i n  i t s  May 1966 repor t  on 
the  "Economic Impact of Federal Procurement." The review was a l so  made 
pursuant t o  t h e  Budget and Accounting Act, 1921 (31 U.S.C. 531, the  Ac- 
counting and Auditing Act of 1950 (31 U.S.C.  671,  and t h e  au thor i ty  of t he  
Comptroller General t o  examine contractors '  records,  a s  set f o r t h  i n  con- 
t r a c t  clauses prescribed by the  United S ta t e s  Code (10 U.S.C. 2313(b)). 

I n  performing our review, w e  v i s i t e d :  

1. Various o f f i c e s  of t he  Department of Defense (DOD) a t  t he  Assis tant  
Secretary of Defense l eve l  and a t  t he  mi l i t a ry  department headquar- 
ters and f i e l d  levels, 

2. The headquarters of t he  Defense I n d u s t r i a l  P l a n t  Equipment Center 
(DIPEC), 

3. The headquarters and some f i e l d  agencies of t he  Defense Contract 
Admini st rat  ion Services , and 

4 .  The p l an t s  of 21  defense contractors  and the  campuses of two uni- 
versities. 

Government-owned property i n  the  possession of 1 7  of t he  2 1  defense 
contractors  we  v i s i t e d  and t h e  two u n i v e r s i t i e s  had an acqu i s i t i on  cos t  of 
about $944 mil l ion ;  comparable data were not obtained a t  four  contractor  
locat ions .  The contractor  loca t ions  a t  which we made our reviews were 
se lec ted  impar t ia l ly  except t h a t  se lec t ions  were l imi ted  t o  contractors  
which, according t o  ava i l ab l e  preliminary information, had Government 
property i n  t h e i r  possession. W e  included contractors  which had la rge ,  
moderate, or small amounts of Government-owned property i n  t h e i r  possession,  
The contractors  se lec ted  a r e  engaged i n  a va r i e ty  of defense work; e.g., 
airframe, a i r c r a f t  engine, e l ec t ron ic s ,  and ordnance. Our s e l ec t ion  in- 
cluded both la rge  and small prime contractors  and subcontractors.  

The contractor  loca t ions  selected f o r  our review included 15 p lan t s  
under t he  adminis t ra t ive  cognizance of t he  Defense Contract Administration 
Services (DCAS), a component of t h e  Defense Supply Agency (DSA). 
s i x  p l an t s  were under t h e  adminis t ra t ive  cognizance of the  m i l i t a r y  
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services. 
ministered by t h e  Office of Naval Research (ONR). 

Government property we reviewed a t  t h e  two universities w a s  ad- 

W e  examined DOD po l i c i e s  and implementing mi l i t a ry  service and DCAS 
regulat ions r e l a t i n g  t o  the  administration of Government-owned property. 
W e  did not examine i n t o  a l l  aspects of property management; however, w e  
selected for evaluation those po l i c i e s  which appeared, from our preliminary 
inqu i r i e s ,  t o  warrant pa r t i cu la r  a t ten t ion .  Further, w e  reviewed pert inent  
audi t  repor ts ,  agency management repor ts ,  workpapers generated by the  prop- 
e r t y  administrator,  DIPEC records, and the  contractors '  wr i t ten  procedures 
and re la ted  records. We reviewed records of u t i l i z a t i o n  of Government- 
owned property maintained by the  contractor  t o  a s s i s t  us  i n  examining i n t o  
the adequacy of t h e  bases used i n  a r r iv ing  a t  r e n t a l s  due the  Government, 
and the  extent  t o  which such property w a s  being u t i l i z e d .  

DOD has issued ins t ruc t ions  t o  place the  subject of contractors '  l i a -  
b i l i t y  f o r  loss of ,  o r  damage t o ,  Government-owned property i n  t h e i r  pos- 
session before the  Armed Services Procurement Regulation (ASPR) Committee 
f o r  study. Therefore, t h i s  subject was not covered i n  our review, but it 
w i l l  be considered when the  Department's study has been completed. 

A d r a f t  repor t  of our findings was submitted t o  the  Secretary of De- 
fense i n  May 1967 for  comment. 
proposals t o  improve the  administration and control  over Government-owned 
property.  By l e t t e r  dated August 7, 1967, the Deputy Assis tant  Secretary 
of Defense (Procurement) commented on our proposals. (See app. I.) 

In our d r a f t  report  we made a series of 

Although we have discussed the  d e t a i l s  of our f indings with the  con- 
t r a c t o r s  and un ive r s i t i e s  involved, we did not obtain t h e i r  wr i t ten  com- 
ments regarding the contents of t h i s  report .  

The pr inc ipa l  o f f i c i a l s  of the  Department of Defense, t he  mi l i t a ry  
departments, and the  Office of Emergency Planning responsible f o r  the  ad- 
minis t ra t ion  of the  a c t i v i t i e s  discussed i n  t h i s  report  a re  l i s t e d  i n  
appendix 11. 
owned property a t  the  contractor locat ions v i s i t ed .  

Appendix I11 l i s t s  the approximate cost of the  Government- 
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Copies of this report a r e  being sent to the Director, Bureau of 
the Budget; Director, Office of Emergency Planning; Secretary of De- 
fense; Secretary of the Army; Secretary of the Navy; and Secretary of 
the Air Force. 

Comptroller General 
of the United States 

c 
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HIGHLIGHTS 

On the  bas i s  of our review, we bel ieve t h a t  there  i s  a need f o r  t he  
Department of Defense t o  improve i t s  system of cont ro ls  over Government- 
owned f a c i l i t i e s ,  spec i a l  too l ing ,  and material i n  t h e  possession of con- 
t r ac to r s .  

Greater adherence by responsible agency o f f i c i a l s  t o  t h e  prescr ibed 
Department of Defense regula t ions  governing i n d u s t r i a l  p lan t  equipment 
(IPE) i n  t he  possession of contractors  as w e l l  as c e r t a i n  rev is ions  t o  t h e  
current  regula t ions  are necessary t o  ensure t h a t  maximum bene f i t s  accrue 
t o  the  Government from i t s  s i zab le  investment i n  these  f a c i l i t i e s .  

The need f o r  these improvements i s  pointed up by our f indings t h a t :  

1. 

2. 

3. 

4 .  

5.  

6 .  

Some of t he  equipment ' is  being used by cont rac tors  i n  t h e i r  commer- 
c i a l  operations without appropria te  Government approval and without 
equi tab le  compensation t o  t h e  Government. 

There i s  l i t t l e  o r  no use f o r  extended periods of a s u b s t a n t i a l  
por t ion  of t he  equipment, f o r  some of which the re  i s  a cur ren t  
need i n  o ther  plants .  

U t i l i za t ion  da ta  maintained by some cont rac tors  are not adequate 
t o  i nd ica t e  the  extent  and manner of use. 

DIPEC, t he  o f f i c e  responsible  f o r  t h e  management of i d l e  IPE, f r e -  
quently permitted the  purchase of equipment t o  f i l l  r equ i s i t i ons  
although the  requested equipment w a s  i d l e  and ava i l ab l e  a t  o ther  
locat ions .  

Rental po l i c i e s ,  i n  some cases,  were inimical  t o  t h e  Government's 
i n t e r e s t s  . 
I n  some cases ,  t h e  Government's i n t e r e s t s  might b e t t e r  be served 
by foregoing replacing outworn o r  outmoded equipment i n  favor of 
the  contractors '  acquiring the  replacement a t  i t s  own expense. 

Special  tool ing,  including spec i a l  test  equipment, i n  t he  possession 
of contractors  represen ts  a s i g n i f i c a n t  investment by t h e  Government. 
Although the  Government does not requi re  cont rac tors  t o  repor t  t h e  value 
of such property i n  t h e i r  possession, t he  estimated cos t  of t h i s  c l a s s  of 
property a t  the  contractors '  p l an t s  w e  v i s i t e d  amounted t o  more than 
$347 mill ion,  o r  over one t h i r d  of t h e  cost  of Government property i n  t he  
possession of those contractors .  

W e  found weaknesses i n  t h e  cont ro l  of t h i s  property due t o  def ic ien-  
c i e s  i n  inventory prac t ices ,  the  absence of f i nanc ia l  cont ro ls ,  and the  
absence of a requirement f o r  surve i l lance  by Government property adminis- 
t r a t o r s  of spec i a l  too l ing  i n  t h e  possession of subcontractors.  
i n  some instances ,  Government-owned too l ing  w a s  not i d e n t i f i e d  as Govern- 
ment property o r  i n  t h e  property records. 

A l s o ,  
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Some too l i ng  i s  usable  f o r  many years.  Also, t h e  a d a p t a b i l i t y  of 
much of t h i s  t oo l i ng  t o  commercial purposes i nd i ca t e s  the need f o r  f inan-  
c ia l  con t ro l  over such property.  Fur ther ,  it seems necessary f o r  too l ing  
and t e s t  equipment t o  be properly c l a s s i f i e d ,  i d e n t i f i e d ,  and accounted 
f o r  t o  prevent unauthorized use and unrecognized los s  and t o  provide in-  
formation t o  f a c i l i t a t e  i n t e l l i g e n t  dec i s ion  making i n  regard t o  acquis i-  
t i o n s ,  d i spos i t i ons ,  r e n t a l s ,  and t r a n s f e r s .  

W e  found t h a t  accounting systems employed by con t rac tors  d id  not pro- 
v ide  f o r  f i n a n c i a l  con t ro l ,  and i n  most ins tances  acceptable  physical  in-  
ven to r i e s  of Government-owned mate r ia l  w e r e  not  being taken properly.  We 
a t t r i b u t e  these  weaknesses t o  i n d e f i n i t e  i n s t r u c t i o n s  e x i s t i n g  i n  t h e  ASPR, 
d e f i c i e n t  physical  inventory taking,  and depar ture  from good property man- 
agement p r ac t i c e s .  

F inanc ia l  con t ro l  accounts are not requ i red  by t h e  ASPR to  be main- 
t a ined  by nonprof i t  i n s t i t u t i o n s  f o r  I P E  and spec i a l  test  equipment, nor 
w e r e  they being maintained by t h e  two u n i v e r s i t i e s  we v i s i t e d .  We found 
t h a t  pe r iod ic  i nven to r i e s  w e r e  not required by t he  ASPR nor w e r e  they taken 
by t h e  u n i v e r s i t i e s ,  even though research  con t r ac t s  f requent ly  are i n  pro- 
cess f o r  s eve ra l  years .  Physical  inven tor ies  a r e  general ly  taken only upon 
completion of a con t rac t .  I n  those  ins tances  where physical  inven tor ies  
w e r e  taken a t  con t r ac t  completion, w e  found t h a t  t he  procedures employed 
d id  not  provide necessary i n t e r n a l  con t ro l .  

The ASPR provides f o r  t h e  con t r ac to r ' s  property accounting system t o  
be submitted t o  t h e  property adminis t ra tor  f o r  approval. The Regulation 
a l s o  r equ i r e s  t h a t  t h e  property admin is t ra to r  pe r iod i ca l l y  test  t h e  con- 
t r a c t o r ' s  system t o  ensure t h a t  adequate con t ro l  exists  over Government- 
owned property.  

We found t h a t  t h e  value  of t h e  approval process of t h e  con t r ac to r ' s  
proper ty  accounting system by Government property admin is t ra to rs  as a 
means t o  ensure adequate con t ro l  over Government-o-med property w a s  ques- 
t i onab l e  because con t rac tor  systems w e r e  allowed t o  continue i n  an ap-  
proved s t a t u s  even though the  property adminis t ra tor  had found s i g n i f i c a n t  
weaknesses. 

W e  a l s o  found t h a t  r e l a t i v e l y  few i n t e r n a l  a u d i t s  have been made of 
t h e  e f f ec t i venes s  of property admin is t ra t ion  a t  con t r ac to r s '  p l an t s .  Au- 
d i t s  t h a t  were made regarding t he  adequacy of r en ta l  payments w e r e  not 
s u f f i c i e n t l y  comprehensive t o  be f u l l y  e f f ec t i ve .  Generally,  t h e  reviews 
were l im i t ed  t o  (1) ve r i fy ing  t h e  accuracy of da ta  i n  t he  computations 
submitted by t h e  con t rac tor  and (2)  determining whether t h e  procedure f o r  
computing t h e  r e n t  w a s  i n  accordance with t h e  terms of t h e  l ease .  An 
eva lua t ion  as t o  whether t h e  p r eva i l i ng  terms of t h e  l e a s e  w e r e  equ i tab le  
t o  t h e  Government w a s  not  apparent. 

I n  our  d r a f t  r epo r t  t o  t h e  Secretary  of Defense, we made a number of 
proposals t o  improve t h e  admin is t ra t ion  over Government-owned proper ty .  
I n  general ,  w e  have found agency management r ecep t i ve  t o  our suggestions.  
Actions have been taken o r  planned i n  response t o  most of our proposals 
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which, if properly implemented, should result in significant improvements 
in the control and utilization of such property. 

The Department of Defense, however, did not fully agree with, or did 
not indicate any specific corrective action on, our proposals to (1) re- 
quire contractors to furnish machine-by-machine utilization data and to 
obtain prior Office of Emergency Planning approval on an item-by-item 
basis for the commercial use of industrial plant equipment and (2)  
strengthen the controls over special tooling and special test equipment 
through the use of financial accounting controls. We believe that im- 
plementation of these proposals or of other acceptable alternatives is 
necessary to effectively administer this property. Therefore, we are 
recommending to the Secretary of Defense that he reconsider the Depart- 
ment's position on these matters. 

We are also recommending to the Director, Office of Emergency Plan- 
ning, that prior approvals for planned commercial use of IPE be adminis- 
tered on a machine-by-machine basis. 

Following is a tabulation of our major findings and actions taken 
or under consideration by the Department of Defense to implement improve- 
ments needed. The tabulation also sets forth our recommendations for 
added controls or for strengthening the Department's existing or proposed 
controls over Government-owned property. 
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Findings 

FACILITIES 

1. Util ization--Many i tems  of Government- 
owned i n d u s t r i a l  p lan tequipment  were be- 
ing  r e t a i n e d  whicn, i n  our opin ion ,  should 
have been repor ted  a s  excess because they 
were no t  used ,  were being used very 
l i t t l e ,  or were beiiig used ex tens ive ly  f o r  
c o m e r c i a l  work. I n  t h e  c a s e  of high com- 
merc ia l  u s e ,  we found t h a t  genera l ly  the  
requi red  p r i o r  approva ls  f o r  such use had 
not been obta ined  from t h e  O f f i c e  of Emer- 
gency P lanning .  We b e l i e v e  t h a t  such use  
was n o t  always i r i  t h e  bes t  i n t e r e s t  of the 
Government s i n c e  t h e  circumstances some- 
t imes  ind ica ted  that t h e  most e f f i c i e n t  
IPE was n o t  be ing  used t o  process  Govern- 
ment work For example, about 1 year  
a f t e r  an 8,000-ton f o r g e  p r e s s  c o s t i n g  
$1.4 m i l l i o n  w a s  i n s t a l l e d ,  i t  was used 
e x t e n s i v e l y  f o r  commercial production of 
j e t  engine  midspan b lades .  
p e r i o d  ended December 31. 1965, t h e  
8,000- ton p r e s s  was used 78 percent  of ac-  
t u a l  p roduct ion  time for commercial work 
whi le  t h e  major i ty  of Government prucure- 
ment of midspan blades was processed on 
o l d e r  4.000-ton p r e s s e s .  

2 .  Redistribg&n--On the  b a s i s  o f  the  r e -  
s u l t s  of a s t a t i s t i c a l  sample, we e s r i -  
mate t h a t ,  dur ing  a 6-month per iod ,  I P G  
with  a va lue  of approximately SL2 m i l l i o n  
couLd have teen  o f f e r e d  by DIPEC t o  f i l l  
r e q u i s i t i o n s  f o r  IPE which i t  s t a t e d  was 
unavai lab le  from i t 5  inventory 

I n  t h e  3-year 

3. %:&--We found tha t  the  var ious  baaes 
upon which the  ren t  paymenLs were nego- 
t i a t e d  r e s u l t e d  i r i  a l a r k  of uiiiformity 
i n  t h e  r a t e s  a c t u a l l y  charged,  i n e q u i t i e s  
between conl - rac tors ;  and, i n  some raqes ,  
a reduc t ion  i n  t h e  ren t  parmellrs t o  the 
GoverNneiit, We found t h a t  the detrnnlrta-  
t i o n  O F  ren t  on a machine-by-inarhii,e b a ~  
s i s  and s i m i l a r l y  apply ing  t h e  r e n t  c r e d i t  
f o r  Government r e n t - f r e e  use  to  edch ma- 
ch ine  above an e s t a b l i s h e d  va lue  i n  it s 
r a t  i o  of Government versus  comniercial ma- 
chine  hours of use would be niore a r c u r a l e  
and more e q u i t a b l e .  
p l a n t  t h e  r e n t  payment would have i n -  
c reased  from $226,400 t o  $809,000 f o r  t h e  
year  ended September 30, 1966, under such 
a procedure.  

A t  one c o n t r a c t o r ' s  

Rental  hea resses--The c u r r e n t  po l icy  
e g i i i g ? e %  T z h o t h  Goveritnient arid 
cotrmercial work, n t  a r a t e  of 4 pe lcen t  
of sales, may not be i n  thP best  i n t e r e s t  
of t h e  Governmerit s i n c e  t h e  o v e r a l l  use of 
t h e  p r e s s e s  has s i g n i f i c a n t l y  i n <  reased 
and s i g n i f i c a n t  amounts of conmercial 
s a l e s  a r e  now be ing  processed through the  
p r e s s e s .  We found t h a l  t h e  r e n t a l  a r -  
rangements were y i e l d i n g  only 1 to L per-  
cen t  annual r e t u r n  on  t h e  Government's in- 
vestment i n  t h e  heavy presses .  

Modernization--The WD program f o r  r e -  
placement ;;tr'Government -owned machine 
t o o l s  a s  p r e s e n t l y  adminis te red  w i l l ,  i n  
o u r  op in ion .  tend to p e w e t u a t e  t h e  
l a r g e  Government investment i i i  genera l  
purpose machine t o o l s  i n  possession o f c o r l ~  
t l a c t o r s  and thus  d e f e r  i n d e f i n i t e l y  t h e  
t ime when c o n t r a c t o r s  m u l d  f u r n i s h  a l l  
f a c i l i t i e s  i n  accordance wi th  WD has ic  
p o l i c y .  
tors  had not been encouraged, a s  pre- 
s c r t b e d  by W D  po'licy, to p r i v a t e l y  f inance  
t h e  purchases of new machines and o t h e r  in-. 
s t a n c e s  where the approva ls  to provide new 
Oovernment-furnished machines had been 
baaed on i n a c c u r a t e  information.  For ex- 
ample, an approved modernization program 

We found i n s t a n c e s  where cont rac-  

Actions taken  or under c o n s i d e r a t i o n  
by t h e  Department o f  Defense 

ASFR is heing rev ised  to p r e s c r i b e  t h a t  t h e  
c o n t r a c t o r  be requi red  c o n t r a c t u a l l y  t o  e-- 
t a b l i s h  arid maintain a w r i t t e n  system Cor 
c o n t r o l l i n g  IPE,  and proper ty  system surveys  
wi l l  be conducted to ensure the  system's e f -  
f e c t i v e n e s s  and t o  show t h e  e x t e n t  and man- 
ner  of i t s  use .  Also a f e a s i b i l i t y  study 
w i l l  be made regard ing  maintenance of n i t i l l -  
zatlori  records  on a machii le-~y-nia~hirie h a s i s ;  
for  example, IPE of s e l e c t e d  h igh  va lue .  

DIPEC has e s t a b l i s h e d  a t r a i n i n g  program f o r  
a l l  conlnadity managers with p a r t i c u l a r  empha- 
sis plnced or8 t h e  requirement to document 
> p e c i f i c  c o n d i t i o n s  under which items in I n-  
ventory a r e  r e j e r r e d  a s  heiiig u n s u i t a b l e  for 
the  lntended u s e .  

Severa l  a l t e r n a t i v e  proposal; for adminis te r-  
ing rent are under cons idera t ion  hv t h e  ASPR 
CorrniLt.ee; none of Lhe proposa ls  cotLren8piate 
a determination of a c t u a l  equipment used on a 
machine-by machine b 3 s i s .  

W D .  i n  coniunr t ion  wicli t h e  A i r  Force.  i s  
reexamining e x i s t i n g  ariarigenleiits p e r t a i n i n g  
t o  r e n t a l  charges fo r  t h e  heavy p r e s s e s .  
Also, WD i s  cons ider ing  such nspec ts  a s  
waivlng t h e  r e n t a l  c h a q e s  for Covermnent 
work. increas ing  r e n t a l  r e t u r n s  on c o m e r -  
c i a l  work, and t h e  f e a s i b i l i t y  of s e l l i n g  
some of the p r e s s e s  to Ikfense  c n n t r a c t o r s  

Guide l ines  t o  improve t h e  a d m i n i s t r a t i o n  of 
t h e  modernizatioit program w i l l  br r e v i s e d ,  
where appl icah le .  and improvements w i l l  be 
made where e x i s t i n g  g u i d e l i n e s  a r e  deemed 
adequate corisi it-ent with the  improvements 
needed and c l t e d .  

Recommendations by t h e  
General  Accounting O f f i c e  

We a r e  recommending to the  S e c r e t a r y  
o f  Defense t h a t  use  d a t a  of IPE be 
compiled on a machine-by-machine La- 
s i s  t o  the  ex ten t  f e a s i b l e  and that  
t h i s  b a s i s  be emphasized i n  t h e  
study whicli WD w i l l  perFonr regard - 
ing  t h e  f e a s i b i l i t y  of mai!itainiri 
u t i l i z a t i o n  r e c o r d s .  ( s ee  p. 23.7 

We a r e  recommending t o  t h e  D i r e c t o r ,  
OfFice of Emergency P lanning ,  t h a t  
p r i o r  approva ls  f o r  planned conmier- 
c i a l  use  o f  IPE be s i m i l a r l y  adniin- 
i s t e r e d .  (See p. 23.) 

None 

HE a r e  recommending t o  the  S e c r e t a r y  
o f  Defense t h a t  t h e  ASPR Committee 
c l o s e l y  examine the f e a s i b i l i t y  o f  
computing ren t  on a machine-by- 
machitie b a s i s  and s i m i l a r l y  apply ing  
the  ren t  c r e d i t  f o r  Goverriment r e n t -  
f r e e  use to each machine above an es- 
t a b l i s h e d  dollar value  i n  i t s  r a t i o  
of  Goverriment versus  commercial hours 
of u6e. (See p. 31.)  

None 

None 
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fo r -one  c o i l t r a c t o r  inc luded  f o u r  g e a r -  
makinR machines e s t i m a t e d  t o  co-1 $232,100 
based ltpon r e p a y i n g  t h e  inves tmen t  th rough  
reduced n p e r a t i n g  c o s t s  w i t h i n  3 LO 
6 y e a r s .  To do t h i s  t h e  i n i t i a l  v e o r ' 8  i1-e 
would have hnd to i n r r e a s e  e ighr  I i m e s  
o v e r  p r e s e n t  levels As nf SepLember 176h 
t h e  r o n t r a r t o r  had no s c t i v e  r e q u i s i t i o i i -  
for a d d i t i o n a l  gpa r  ma< IiiIQe operators :  
moreover. one r 7 f  t h e  rpplai-pd machine i had 
beeti u w d  e x r l u s i v e l v  t o r  commet r i a i  p r o -  
d u c t i o n  l n  a d d i t i o n .  no0 prncedure?  d i d  
1101 i nc IudP  a c n l a t r a r t u s l  provir.inn for  
recovery l*> t h e  Covernment of  a l l  s a v i n g s  
r e s u l t i n g  from USP of t h e  modern arid more 
ef f ic i e n t  Crwe T rmen t - f u r n i  shed mil< hi ne? 

6 .  O t h e r -  - A t  snme cur i t f ac to r  loca t ion . ;  w 
r~r i fJ  :hat. t lw C O I ~  o f  i n e t a l l a t i o n  apd/  
or  t r a n s p o r L n t i o n  a s s o c i a t e d  w i t 1 1  t k  ac-  
q u i s i t i o n  o f  TPE was not i d e n t i f i e d  and 
recorded  a s  p r e s c r i b e d  hy t h e  account 1ng 
p r L n c i p l e s  3nd staitdnrds of t h e  Crnmptroi- 
ler  Genera l .  A l s o ,  w e  tound t h a t  {:he Navy 
was u n n e c e s s a r i l y  m a i n t a i n i n g  r e v r d s  of 
i t s  I F E  which were R d u p l i c a l i o n  o f  t h o s e  
ma in ta ined  t r  c o n t r a c t o r s  aild DIPEC. 

1 .  S e e c i a 1  t o o l i n g  and s p e c i a l  test 
eg;p-- found w e a k n e 6 s e s i n  t h e  c w -  
t r o  o t.his p roper ty  due  t o  d e f i c i e n c i e s  
i n  i nven to ry  p r a c t i c e s  , c l a s s i f  l c a r i o n ,  
t h e  a l s e n c e  o f  f i n a n c i a l  c o n t r o l - .  arid t h e  
absence  of a r equ i re" -n t  f o r  s i r v e i l l a n c e  
by Government p r o p e r t y  adrninis traloi-5 ot 
s p e c i a l  t o o l i n g  i n  t h e  p,s .e?qinn of c,ut,- 
c o n t r a c t o r s .  A l so ,  i n  s o w  i r t s t anc - s .  
Government-owned t o o l i n g ,  a s  p r e s c r  Ihed by 
t h e  Armed S e r v i c e s  P r o c u r ~ n w n t  R e g u l a t i o n ,  
was n o t  i d e n t i f i a b l e  by ptgy'icol markings 
or i n  t h e  p r o p e r t y  r e c o r d s .  A t  one p l a n t ,  
Goverriment-owiwd t.ool iiig a c q u i r e d  tinder 
s u p p l y  c o n t r a c t s  a t  an  e s t i w a t e d  c o s t  of 
$55 m i l l i o n .  s t a r t i n g  i n  1952,  was nut 
c o n t r o l l e d  under a sys tem o f  monetary con- 
t r o l  a c c o u n t s ,  had never  been i n v e n t o r i e d ,  
arid l acked  p r o p e r  i d e n t i f i , , a t i o n  i n  t h e  
s -ock  r e c o r d s .  

2 .   material^ -We found t-hat a w ' m ~ i ~ ~ i n g  qyqtpnts 
emTioyJ by c o n t r a c t o r s  d i r l  not prnvirle 
f o r  f i n a n c i a l  c o n t r o l  a n d ,  Ln mn-t i n -  
i t a n r - s ,  a i c - p t a t  le p h v s i c n i  i v o e n t o r i e s  
< + f  Government-owvd s a t e r i a l  were Knot 
Fe ing  properi , .  t ake r , .  We a ' t r i h ~ t e  th.. 
r,eaL~:~sses t o  i n d e f i n i t e  i n s t  v i r t i o r s  
e x i s 1  i n g  i n  t h e  ASFR. deficient p h y s i c a l  
invevtr i rv t a k i n g .  and depar t i l r e  f r w  pood 
p r o p e r t y  management p r s r t i c e ? .  

3 .  t j t m k r o f i t  i n s t i t u t l o n s - - O u r  r ev iew of  
propGrTfTt7FGC&TvG 5 i t i  es r e r e a  1 e d  V hat 
Tirianr.inl c o n t r o l s  were not  maintai i icd bp 
t h e  r i i i iversi  t i e s  end t h a t  a t  o w  u n i v e r -  
s i t y  t11is r e s u l i e d  i n  t h e  l o s s  of onne la ry  
and q u a n t i t a t i v e  roir t rr ' l  o v e r  a t  least 
$5?.11Ot) i n  Gnvernment II 'E.  IJe also round 
that. p e r i o d i c  i n v e n t o r i e s  w e r e  not re-  
q1tirP.d bv the ASI'R. n o r  were .they t aken  
t.y t h e  u n i v e r s i t i e s  even though r e s e a r c h  
contracts f r ecp ien t iy  are i n  p r o c e s s  f o r  
severa l  yenr.;. When i n v e n t o r i e s  were 
t a k e n ,  t h e  p rocedures  employed d i d  not  
p rov ide  necessa ry  i n t e n t s 1  c o n t r o l .  

F l i r the r ,  we f w n d  rha t  ASFF! r equ i rement s  
were riot t e i n g  adhered  t o  w i t h  r e g a r d  t o  

( 1 )  I r E .  a t  a c o s t  o f  ahout $260,4r10. was 
purchased i n  f i s c a l  y e a r  1966 wi thou t  
f i r s t  s c r e e n i n g  DIPEC invenr.or ies  t o  de-  
t e rmine  whether  a c c e p t a b l e  IPE w a s  on hand 
and a v a i l a h l p .  (2 )  DIPEC's c e n t r a l  inven-  
t o r y  f i l e s  were incomplet-  because 
$1 .1  m i l l i o n  worth o f  I P E  on hand a t  t h e  
u n i v e r s i t i e s  was n o t  r e p o r t e d  t o  DIPEC, 
and ( 3 )  d u r i n g  f i s r a l  year 1965 and 1966. 

c o s t  of $104,700 vils dona ted  t o  the u n i -  
v e r s i t i e s  wi thou t  s c r e e n i n g  DIPEC to de-  
t e rmine  whe the r  t h e  equipment v a s  needed 
e l sewhere  i n  t h e  Governmerit. 

CPnrrol Of p r o p e r t y  by DIPEC. AS a r e s u l t  

IP& i n  Cr i t i ca l  Or S h o r t  SUpply haV<lig a 

1. A st i idy o f  t h e  most f e a ? i i . l e  way - f  e h -  
Lainiiig and record i r iq  IFE t r a n s p o r t a t i o n  and 
i n s t a l l a t i o n  .coc.l. d a t a  b i l l  he made t o  e!) 
s u r e  compliance w i t h  t h i s  requi teas-nt .  

2 .  D u p l i c a t e  r e ro rdkeep i i i r  i -  being l i s c o t l -  
t i n u e d  and ASPR i s  ht?iug r e b l s r l  t o  prevent  
s u c h  d u p l i c a t i o r m  i n  811 01 her D P ~ Q ~ R L  a w n -  
c i e s .  

1. DOD feel: t t i i t  cinriici.71 c o n t r o l  i l r rmin t s  
f o r  IPE a t  c n l l - g e s  an4  u n i v e r s l r i e s  n r e  c u r -  
r e n r l y  r eq i t i r ed  t,). t i l e  A S I T  and i t  v i  L l  t a k e  
nece=sa ry  U L P ~ . Z  t o  eilPure compl ianc?. 

2. A r e v i s i w  t o  DSA r eg7 l l a t ions  and ASPR , 
w i l l  1- processed  to r e q u i r e  r P E  c n i t i r . g  <,\-et- 
$l ,cWJ,  a t  c o l l e g e s  and u n i v e r s i t i e s ,  t -  he 
r e p o r t e d  to DlPEC for  mnag t~ment  and c o n t r o l  
p l l rposes ,  and IPE of t h i s  type  w k l l  he 
sc reened  f o r  u t i l i z a t i o n  p r i o r  t o  i t s  d m a -  
t i o n  under  p r o v i s i o n s  o f  t h e  U n i  t e d  S t a L e c  
Code (42 i3.s.c 1E?2). 

3. W D  aarees t h a t  p roper  i n t e r n a l  r m t r o l  
i n c l u d e s  s e g r e g a t i o n  o f  dut ie . ;  of resFOIISih1I? 
c o n t r a c t o r  pe r sonne l  t a k i n g  p h y s i c a l  i rwen- 
t or i e s  o f  Governren t  p r o p e r t y ,  and WD 4 1 1  
r ev iew ASPR t o  de te rmine  i f  R procedrlral  re- 
v i s t o n  i s  n e r e s s a r y .  

N o r w  

W e  a r e  t e c o m e n d i n g  to the S e c r e t n r y  
of  Defense t h n t  t h e  Depar twen t .o f  
Defense e s t a b l i s h  a *t:udy p r o j e c t  t o  
de tp rmine  t h e  p r o c e d u r e s  t o  be used  
and l h e  p o i n t  i n  t h e  c o n t r a c t i n g  
p r o c e s s  a t  which f inanCiR1 c o t i t r o l  
o f  n p e c i n l  t o o l i n g  shou ld  1.e main- 
h i n e d .  (See p. 5 5 . )  We a t e  r e c -  
oirmcnditrp a 1  w l h a t  p e r i o d i c  e x a m -  
n a t i - , n  and i d e n t i r i c a t  i o n  be ntade o f  
s p ~ c i n l  t o o l i n g  1.0 i d e r i t i f y  m u l t l u s e  
c h a r a c t e r i s r i c s  and tha l  t h e  i t e m s  
i d e i i t l f i - d  be r e c l a s s i f i e d  and con-  
t r o l l e d  a s  f a c i l i t y - t y p e  i t ems .  
(5°F p .  551.  

We are  reroinmpoding t o  t h e  S e c r e t a r y  
u f  D e f s n w  t h a t  ASFT 8-304.7 be 
nmendod t o  r e q u i r e  f i n a n c i a l  accoun t -  
iiip < > n + r n i  - for G-vernmpnt-omwd r a .  
t e r i a l  i l l  t h e  pnqce- s ion  of c o n t r a c -  
t o r s .  (',e- T? 5 6 ) .  

W e  a r e  tecon,mending t o  t h e  S e c r e t a r y  
oC UPi-ense c h a t  t h e  ASPR be revised 
t -  r l o ~ r l y  e q t a b l i s h  t h e  need  f o r  
rrunrtary c o n t r o l  ac ro i ln t s  f o r  IPE. 
We are f u r t h e r  recommending t h a t  
s t a n d a r d  IFE,  nok. c l a s s i f i e d  n s  s p e -  
c i a l  t e q t  equ ipment ,  he r e c l a s s i f i e d  
and c o n t r o l l e d  a- f a c i l i t y - t y p e  
i t ems .  Also. we are r e r o m e n d f n g  
t h a t  s p e c i a l  test  equipment  be RC- 
coun ted  f o r  u n d e r  monetary c o n t r o l  
acc, i i int=.  ( S e e  r .  6 7 ) .  
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4. Pro  e r t  mana ement f u n c t i o n  i n  t h e  DOD-- 
We Pounz t h a t g t h e  va lue  of t h e a p p r o v a l  
p rocess  of the  c o n t r a c t o r ' s  p roper ty  ac-  
count ing  system by Governnietlt proprrt.y 
adminis t raLors  a s  a means i o  ensuro  a&- 
quate  c o n t r o l  over Government-owned prop- 
e r t y  was quesLionable because 11) there  
was l i t t l e  i n c e n t i v e  f o r  the conl.ractor 
t o  main ta in  an approved sysren and 
( 2 )  c o n t r a c t o r  systems were allowed to 
conl inue  i n  ari approved s t a t u s  even though 
t h e  proper ty  a d m i n i s t r a t o r  had frmnd s i p -  
n i f i c e r i t  weaknes5es i n  the  c o n t r a c t o r ' s  
c o n t r o l  over proper ty  which were not ~ 1 ) -  
sequeriLly c o r r e c t e d ,  o r  w b . r  o t h e r  weak- 
nesses  were, i n  our opin ion ,  apparent and 
should have been c o r r e c t e d .  

We a l s o  found t h a t  foz the  past  1-1/2  years  
r e l a t i v e l y  few i n t e r n a l  a u d i t s  had been 
made of the e f f e c t i v e n e s s  of p roper ty  ad -  
m i n i s t r a t i o n  a t  c o n t r a c t o r s '  p l a n t s .  Fur-. 
t h e r ,  we  found t h a t  a u d i t s  t h a t  were made 
regard ing  t h e  adequacy of renca l  payments 
ware, i n  o u r  o p i n i o n ,  iiot s u f f i c i e n t l y  com- 
prehensive to  be f u l l y  e f f e c t i v e ,  

1. A s p e c i f i c  ASPR requirement i s  being con- None 
s i d r r e d  whlch w i l l  r e q u i r e  anriual reviews of 
c o n t r a c t o r  and nonprof i t  i n s r i t u t i o n  account-  
ing  systems. 

2 .  A j o l nL  study p r o j e c t  had been e s t a b l i s h e d  None 
wi1.h the  C i v i l  Serv ice  Conmission t o  e v a l u -  
a t e  t h e  currenl .  p o s i t i o n  c l a s s i f i c a t i o n  s t a n -  
dards  fo r  proper ty  a d m i n i s t r a t o r s .  

3. WD indica ted  t h a t  scheduled or planned 
i n t e r n a l  a u d i t s  by agenc ies  and m i l i t a r y  de-  
partments should d e l i v e r  riecessary a u d i t  
coverage o F proper ty  admin 1 s i r a  t ioii. 

None 
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BACKGROUND 

This review was undertaken at the direction of the former Subcommittee 
on Federal Procurement and Regulation (now the Subcommittee on Economy in 
Government), Joint Economic Committee, in its May 1966 report on "Economic 
Impact of Federal Procurement." 
included in its report were (1) that the General Accounting Office cooper- 
ate with DOD in the development of an adequate contractor inventory ac- 
counting system and approve the system when found to be adequate and 
(2) that a thorough review also be made of any misuse or unauthorized use 
of Government property in the hands of contractors and proper settlement 
be made as soon as possible. 

Among the recommendations the Subcommittee 

The Government's inventory of property in the hands of contractors 
consists of property which the Government has furnished and property pro- 
cured or otherwise provided by contractors for the account of the Govern- 
ment. 
in the ASPR. As  prescribed in this Regulation, there are five classes of 
Government property. 

Basic policies governing the control of this property are set forth 

Facilities--This term refers to industrial property for production, 
maintenance, research, development, or test, including real property 
and rights therein, buildings, structures, improvements, and plant 
equipment. Plant equipment includes personal property, such as fur- 
niture, machinery, equipment, machine tools, and accessory and aux- 
iliary items, which is used or capable of being used in the manufac- 
ture of supplies or in the performance of services. DOD records show 
that as of June 30, 1966, the cost of facilities in the hands of con- 
tractors was $6.2 billion. 

Special tooling--This is defined as being all jigs, dies, fixtures, 
molds, patterns, taps, gages, other equipment and manufacturing aids, 
and replacements thereof, which are of such a specialized nature that, 
without substantial modification or alteration, their use is limited 
to the development or production of particular supplies or parts 
thereof or the performance of particular services, 1 

Special test equipment--This means electrical, electronic, hydraulic, 
pneumatic, mechanical, or other items or assemblies of equipment, 
which are of such a specialized nature that, without modification or 
alteration, the use of the items (if they are to be used separately) 
or assemblies is limited to testing in the development or production 
of particular supplies or parts thereof or in the performance of 
particular services .I 

Material--This class includes all property which may be incorporated 
into or attached to an end-item to be delivered under a contract or 
which may be consumed or expended in the performance of a contract. 
DOD records show that as of June 30, 1966, the cost of material in the 
hands of 

'DOD does not 
property. 

contractors was at least $4.7 biilion. 

collect financial data regarding the value of this class of 
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Military property--This class consists of military personal property, 
such as an airplane, which is provided to the contractor to assist in 
performing a contra t but which is not consumed or incorporated in the 
end-items produced. € 

In our report we make extensive reference to a type of facility re- 
ferred to as I P E .  How- 
ever, DIPEC,  a component of DSA, defines I P E  as severable, general-purpose 
equipment used to develop, produce, maintain, and test defense material. 
The four major groupings of this equipment are test, metalworking, elec- 
tronical and electronics, and general equipment. 

The term is not specifically defined by the ASPR. 

The responsibility for the administration of Government-owned property 
in the possession of DOD contractors was vested in the property adminis- 
trators of the military services until the establishment of DCAS in Sep- 
tember 1964. Since that time, DCAS has expanded to include 11 regions and 
over 23,000 personnel, appr'oximately 450 of which are property administra- 
tors. DCAS has cognizance over the administration of Government-owned 
property at about 5,000 contractors' plants. The individual military ser- 
vices have retained cognizance at 508 plants, 48 of which were major weapon 
systems plants. 

In 1966 the Office of the Secretary of Defense (OSD), Installations 
and Logistics (T&L), designated ONR as the cognizant activity for field 
contract administration of DOD contracts with educational institutions num- 
bering 293 as of October 1966. 

DIPEC is responsible for management of idle IPE which has a unit ac- 
quisition cost of $1,000 or more. 
utilization of such equipment and also maintains records of much of the 
I P E  in active use and in mobilization packages controlled by the military 
departments and DSA. A s  of June 3 0 ,  1966, DIPEC's records showed that DOD 
components had reported approximately $3.6 billion worth of I P E .  We were 
told that the average age of DIPEC-controlled I P E  is slightly over 
13 years. 

DIPEC controls the allocation and re- 

Some of the current policies governing the administration of 
Government-owned property are contained-in the following instructions: 

1. DOD Directive 4275.5 dated March 13, 1964,  and the superseding di- 
rective dated November 1 4 ,  1966, establishes policy on acquisition 
and management of industrial facilities. 

2 .  ASPR sets forth specific policies with respect to providing prop- 
erty for use by contractors, clauses for inclusion in contracts, 
and the bases for determining rental charges for the use of 
Government-owned property. Appendixes B and C of ASPR set forth 
the basic requirements to be observed by military departments for 
establishing and maintaining control over Government property in 
the possession of contractors and nonprofit research and develop- 
ment contractors. 

'DOD does not collect financial data regarding the value of this class of 
property . 



3 ,  Title 2, General Accounting Office Policy and Procedures Manual for 
Guidance of Federal Agencies, contains the accounting principles and 
standards prescribed by the Comptroller General of the United States 
to be observed by each executive agency. 

It is the policy of DOD to have its contractors maintain the official 
records of Government-owned property in their possession. The Department 
holds the contractor accountable for this property until an agent of the 
Government relieves the contractor of further responsibility €or the 
property. The Department requires that a property administrator be desig- 
nated for each contract involving Government property. The designated 
property administrator, who is responsible to the contract administrator, 
is a key Government employee with respect to the control over Government- 
owned property. His more significant duties include the responsibility 
for: 

1. Reviewing and approving the contractor's property accounting system. 

2. Examining documents to the extent necessary to establish the cor- 
rectness and completeness of the contractor's property records. 

3 .  Determining whether the contractor is reasonably using the prop- 
erty. 

4 .  Furnishing management data required by the military services, 

In addition to the property administrator, other Government special- 
ists are charged with certain responsibilities regarding administration of 
property. For example, at some contractors' plants an industrial special- 
ist is required to examine contractor proposals for additional Government 
facilities and to determine the contractor's need for retaining 
Government-owned property. The methods to be followed in achieving the 
policy objectives are discussed in the instructions issued by each of the 
military services. 

The Office of Emergency Planning (OEP) provides planning guidance, 
coordination, and review on behalf of the President. In November 1963, 
OEP issued Defense Mobilization Orde'r 8555.1 establishing policy guidance 
on Government-owned production equipment. 
revised then existing policies on Government-owned production equipment, 
including machine tools. 

This Order consolidated and 



FINDINGS AND RECOMMENDAT I O N S  

FACILITIES 

Utilization of industrial plant equipment 

Substantial improvements needed in 
utilization of IPE 

Our review of IPE in the possession of contractors showed that many 
items were being retained which, in our opinion, should have been re- 
ported as excess and available for utilization elsewhere within the DOD. 
We concluded that this condition was attributable primarily to inadequa- 
cies in Government procedures for administration of property, Definitive 
guidelines had not been provided for determining at what usage level IPE 
should be declared excess; for requiring that such determinations be made 
periodically; nor for requiring contractors to prepare and furnish utili- 
zation data f o r  Government property officials to use as a tool of property 
management for controlling the use of IPE. 

Our review also indicated that: items of IPE which had been reported 
as idle and available for reutilization were not, in all cases, offered to 
fill requisitions received for metalworking and general plant equipment. 

Further, we found that generally prior approval had not been ob- 
tained, although prescribed, for the use of IPE for non-Government pur- 
poses. It is our opinion that Government property was improperly being 
used in a significant number of such cases. 

At the contractor locations visited, we questioned retention by the 
contractor of 328 items of IPE costing an estimated $15.9 million because 
(1) it had not been used over an extended period of time, (2) it had been 
used so le ly  o r  predominantly for commercial work, or ( 3 )  the usage was 
low--below the level indicated as acceptable by the DOD. For the most 
part, our determinations were based on utilization data supplied by those 
contractors maintaining utilization records for the purpose of calculating 
rent payments due the Government for use of the equipment on commercial and 
certain Government work. We were unable to determine the manner of use of 
many items of equipment at a number of the contractor plants we visited be- 
cause such utilization records were not maintained. 

We were also restricted in our determination of need for 32 items of 
IPE that we had questioned at one contractor location because the need was 
based on estimates of expected use rather than on actual use. The balance 
of the items questioned, 296 items, were estimated to have cost $9.4 mil- 
lion. 

We compared these items to incoming requisitions for IPE which DIPEC 
had been unable to fill during the same period of time for which we were 
questioning their retention by the contractors. 
personnel at DIPEC advised us that, of the 296 items, they considered 47 
to be "interchangeable" and "substitutable" with items requisitioned and 
that, in their judgment, the items would have been satisfactory to fill 
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the requisitions for items which had been designated as unavailable to the 
requesting DOD component. Moreover, DIPEC records revealed that 81 of the 
296 items of IPE were classed as being in either critical or short supply. 

Our bases for questioning the 328 items are discussed in the follow- 
ing sections. 

On the basis of our reviews of such records as were available, we be- 
lieve that many other items would have reflected similar patterns of poor 
usage if records had been maintained to permit their identification. 

IPE not in use--DOD Directive 4275 dated March 1 3 ,  1 9 6 4 ,  and the su- 
perseding directive dated November 14, 1966, state that Government-owned 
facilities will be declared excess as soon as they become excess to the 
missions for which they were required. 

We questioned retention of 133 items of IPE, estimated to cost 
$ 3 . 3  million, which had not been in use for extended periods of time. 
the basis of our review of utilization surveys conducted by Government 
property officials, we concluded that in many cases undue reliance had 
been placed on the prospect of future production creating valid needs or 

On 

~ desirable utilization levels for the IPE reviewed as illustrated below, 

At one contractor plant we identified 7 4  items of equipment (estimated 
t o  have cost $1.1 million) such as screw machines, presses, lathes, and 
drilling machines which had not been used the first 9 months of 1966. 
contractor stated that 2 1  of the items we identified were excess but con- 
tended that 34 items warranted retention for unknown future work. He 
stated that new contracts would require the use of 19 items. 

The 

The contractor did not provide the production schedules we had re- 
quested to evaluate their effect on the workload. We were advised that, 
as a result of recently completed surveys by Government procurement agen- 
cies, more equipment was being received. The decision to add more equip- 
ment was made without contacting the DCAS industrial specialist or  re- 
questing his assistance in the survey. 

In one case a utilization survey conducted in early 1966, through 
floor checks, disclosed 89 items of idle IPE; however, with one exception, 
the contractor's justification for retention of, the IPE  was based on fu- 
ture production programs and was accepted by the Government. We could 
find no evidence to indicate that an investigation of the contractor@s 
justifications had been performed. Our review of the contractor's formal 
justifications disclosed previous a-td planned use for 60 of the machines, 
but we found that nine of the machines were scheduled solely for commer- 
cial production only and that no production was scheduled for four others. 

At another location a Government property official selectively ana- 
lyzed usage-data for 3 months ended March 1966, noting many instances where 
IPE had little or no l o w  use, but concluded, apparently without effective 
evaluation with the contractor, that incoming workload would disclose more 
desirable utilization in the future and that no items were excess, 
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IPE used for commercial work--From the available utilization records, 
we determined that 115 items of IPE, estimated to have cost $11.4 million 
and located principally at four contractor locations, were being used 
solely or predominantly for commercial work. In this characterization we 
included IPE used for commercial work 75 percent or more of actual produc- 
tion time during periods ranging from 6 months to 1 year at three loca- 
tions. At the other location this determination was based on the contrac- 
tor's predicted use fo r  the last 4 months of 1966. 

At three locations Government property officials 
retention of this IPE. Facilities contracts at these 
use of the IPE for commercial work; and, in the cases 
served, it was apparently considered that the IPE was 
purposes. 

had not questioned 
locations permitted 
where this was ob- 
used for authorized 

was negotiating a 
of the IPE. The 

At the remaining contractor plant the Government 
long-term lease specifically to permit commercial use 
contractor maintained projected usage data rather than utilization data 
for selected items of IPE. The records showing projected use indicated 
that 32 items of IPE estimated to have cost $6.5 million would be used 
predominantly for commercial work the last 4 months of 1966. According 
to contractor estimates, commercial use of the plant was expected to be 
more extensive in 1967 than in 1966, DIPEC records indicated that, by the 
beginning of 1967, seven of these items, estimated to cost $ 1 . 3  million, 
would be in a critical supply classification. This would mean that, at 
the present demand rate, DIPEC would not be able to fill all of the req- 
uisitions received for this IPE in 1967. 

Low utilization of IPE--On May 17, 1965, the Assistant Secretary of  
Defense (IOIL), issued a memorandum to DSA and the military services which 
established criteria to be used in determining the reasonableness of the 
contractor's actual use of IPE. It provided that, when a contractor had 
two or more DOD-owned machines which are capable of the same function and 
which are in use 3.5 percent of the time (14 hours a week) or less, justi- 
fication would be required for continued retention. In June 1966 the As- 
sistant Secretary of Defense ( I&L)  emphasized the need for conscientious 
application of this criteria and stated that, pending the dissemination of 
more definitive criteria, the evaluation of economic utilization should 
include the examination and justification for retention in all instances 
where machines of a like function were below the usage criteria specified. 
DSA Manual 8300,l provided that in performing utilization surveys, maxi- 
mum use would be made of contractors' machine-loading data, production 
planning, and machine-time records. At the locations we visited we found 
no evidence to indicate that Government property representatives had im- 
plemented the criteria set forth by the Assistant Secretary of Defense. 

We found that in many cases contractors did not maintain utilization 
data which would permit application of usage criteria. 
could identify only four items of IPE estimated to cost $35,800 at two 
locations where low use was indicated by other review techniques. 
three instances, however, reasonably complete utilization data were main- 
tained. 
items of IPE, estimated to cost $1.2 million, which did not satisfy the 

Accordingly, we 

In 

These data enabled us to question the basis for retention of 76 



c r i t e r i a  spec i f ied  by t h e  Assis tant  Secretary of Defense as we i n t e rp re t ed  
it. None of t h i s  equipment had been reported as excess by the  contractor .  

Generally, w e  found t h a t ,  where u t i l i z a t i o n  da t a  w a s  compiled for 
purposes of computing r e n t ,  Government property o f f i c i a l s  had not s imi l a r ly  
used t h e  da ta  t o  analyze u t i l i z a t i o n  of t h e  IPE .  U t i l i z a t i o n  surveys w e r e  
general ly  l imi ted  t o  per iodic  attempts t o  de t ec t  i d l e  IPE through floor 
checks. We noted t h a t  one contractor  had developed minimum usage c r i t e r i a  
c a l l i n g  fo r  a review of i d l e  IPE every 3 months; however, t h i s  contractor  
had not made the  reviews. 
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Increased versat i l i ty  i n  use of 
test equipment requi res  
improved property management 

On t h e  b a s i s  of our review, w e  bel ieve t h a t  t h e  procedures f o r  ac- 
qu i s i t i on ,  adminis t ra t ion,  and r e d i s t r i b u t i o n  of general  purpose test  
equipment, a p a r t i c u l a r  class of IPE, a t  cont rac tor  p l an t s  were i n  need 
of improvement. This c l a s s  of IPE included pr imari ly  e l ec t ron ic  compo- 
nents  such as ampl i f ie rs ,  osci l loscopes,  recorders ,  and s igna l  generators.  

DOD Di rec t ive  4275.5 dated March 13, 1964, and the  superseding ver- 
s ion  dated November 14,  1966, placed new emphasis on property management 
r e l a t i n g  t o  general  purpose and spec i a l  t e s t  equipment. 
acknowledged that the  advance of weapons technology had v a s t l y  increased 
t h e  complexity, cos t ,  and wider use of a l l  types of tes t  equipment. Ac- 
cordingly,  it provided that, t o  avoid dupl ica te  investment, DOD compo- 
nents  would thoroughly screen i d l e  t e s t  equipment i n  the  DIPEC inventory 
before procuring new i t e m s  of t e s t  equipment. I t  provided f u r t h e r  t h a t ,  
when general  o r  multipurpose components of spec i a l  test  equipment are no 
longer required,  they would be reported t o  DIPEC i n  t h e  s a m e  manner pre-  
scr ibed  f o r  f a c i l i t i e s .  

The d i r e c t i v e  

Our review included two contractors  who had l a r g e  quan t i t i e s  of elec-  
t r o n i c  test equipment. 

One of t h e  two cont rac tors  had not requested the  cont rac t ing  o f f i c e r  
t o  have DIPEC f i l l  r equ i s i t i ons  f o r  test  equipment p r i o r  t o  having the  
purchase of new equipment authorized because, i n  h i s  opinion, t h e  test  
equipment i n  DIPEC's inventory w a s  too o ld ,  lacked warranty, and would 
r e s u l t  i n  l o s t  t i m e  i f  found t o  be unacceptable. 
property adminis t ra tor  had no t i f i ed  the  contractor  of t he  screening re-  
quirement i n  A p r i l  1966, w e  noted t h a t  the  contractor  requested t h a t  DIPEC 
inventor ies  be screened only on t h e  occasions when the  acqu i s i t i on  was ap- 
p l i c a b l e  t o  a cost-reimbursement contract .  

Although the  Government 

This contractor  had over 2,400 i t e m s  of  test equ5pment on hand which, 
according t o  t he  responsible  cont rac tor  o f f i c i a l ,  w e r e  not present ly  
needed but w e r e  being held f o r  poss ib le  f u t u r e  use. N o  system of use da ta  
had been maintained for t h i s  IPE  and the  Government property adminis t ra tor  
had not required t h e  contractor  t o  r epo r t  any of t he  i t e m s  t o  DIPEC as ex- 
cess.  The cont rac tor  s t a t e d  that the  equipment had been acquired f o r  pro- 
duct ion of a weapons system about 8 years  ago and t h a t  he doubted i t s  use- 
fu lnes s  t o  anyone else a t  t h i s  t i m e .  

I t  seems evident t h a t  screening ac t ions  could not be i n i t i a t e d  by 
DIPEC because t h e  property w a s  not reported.  

A t  t h e  second cont rac tor  w e  observed that cont rac tor  personnel w e r e  
maintaining usage r epo r t s  appl icab le  t o  tes t  equipment furnished under one 
of f i v e  f a c i l i t i e s  contracts .  
b a s i s  and d isc losed  whether the  IPE w a s  i n  use and, i f  so, the  appl icab le  
sales order  o r  contract .  The da ta  w a s  summarized monthly, and department 

The usage r epo r t s  were posted on a d a i l y  
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heads were required t o  j u s t i f y  r e t e n t i o n  of those items ind ica t ing  usage 
below 25 percent. 

We observed t h a t  t h e  procedure r e su l t ed  i n  per iodic  dec la ra t ions  of 
t e s t  equipment as excess. After our tests revealed excess i t e m s  of test 
equipment cont ro l led  under o ther  f a c i l i t i e s  cont rac t s  a t  t h i s  p l an t ,  t h e  
contractor  expanded t h e  tabula t ion  of t h i s  da ta  t o  t h e  remaining four  fa-  
c i l i t i e s  contracts .  

Property accounting systems not 
adequate f o r  e f f e c t i v e  management 

For the  most p a r t  our f indings w e r e  derived from machine u t i l i z a t i o n  
records prepared by contractors  t o  compute per iodic  r e n t  payments. The 
records sometimes were confined t o  a group of machines where they were 
necessary t o  make the  r e n t  computation; w e r e  of l imi ted  value because 
hours of machine usage were not shown; did not show commercial and Govern- 
ment use separa te ly ;  o r  were not maintained a t  a l l  because r e n t  w a s  deter-  
mined on some o ther  basis .  Therefore, we lacked da ta ,  f o r  a number of t h e  
contractors  we v i s i t e d ,  on which t o  base our review and our questioning of 
r e t en t ion  of t h e  IPE. 

The conditions ou t l ined  i n  t h i s  repor t  were due pr imari ly ,  i n  our 
opinion, t o  t he  absence of a requirement t h a t  t he  cont rac tors '  property 
accounting systems fu rn i sh  meaningful u t i l i z a t i o n  da ta  as a too l  f o r  prop- 
e r t y  management. A l s o  lacking were c l e a r  and s p e c i f i c  c r i t e r i a  f o r  ac- 
ceptable  usage levels and provisions f o r  i t s  per iod ic  measurement aga ins t  
u t i l i z a t i o n  da ta  furnished by the  contractor .  

Proposed changes t o  ASPR now i n  process (ASPR Case 66-314) place t h e  
primary r e spons ib i l i t y  with the property adminis t ra tor  t o  insure  t h a t  t h e  
contractor  has an e f f e c t i v e  IPE u t i l i z a t i o n  system. F a c i l i t i e s  cont rac t s  
under guidel ines  proposed (ASPR Case 66-314) w i l l  recognize a need f o r  
maintenance of I P E  u t i l i z a t i o n  records i n  accordance with sound i n d u s t r i a l  
p r ac t i ce s  and w i l l  a f ford  the  Government adequate opportunity t o  inspec t  
a l l  such records.  The cont rac t s  would requi re  t h a t  t h e  cont rac tor  estab-  
l i s h  minimum standards of u t i l i z a t i o n  and t h a t  he review the  need f o r  IPE 
i t e m s  when u t i l i z a t i o n  f a l l s  below the  es tab l i shed  standard. 

Industry represen ta t ives  have expressed the'view t h a t  app l i ca t ion  of 
a r i g i d  standard may be impract ical  s ince  many f a c t o r s  have a bearing upon 
the  log ica l  point  below which IPE cannot be considered economically used. 
However, they are i n  agreement t h a t  appropria te  standards should be estab-  
l i shed  f o r  required degrees of u t i l i z a t i o n  as su i t ed  t o  t he  i t e m  o r  family 
of i t e m s .  

P r io r  approval not obtained although prescr ibed 
f o r  use of I P E  f o r  non-Government purposes 

The Off ice  of Emergency Planning (OEP) ,  i n  June 1957, es tab l i shed  a 
requirement f o r  cont rac tors  t o  request  advance approval t o  use Government- 
owned machine t o o l s  on commercial work exceeding 25 percent of t h e  t o t a l  
usage. OEP es tab l i shed  the  procedure f o r  p r i o r  approval pr imari ly  t o  
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preclude cont rac tors  from obtaining a favored competitive pos i t i on  through 
l ea s ing  Government-owned production equipment. 
dure, ASPR 13-405 provides: 

To administer t h i s  proce- 

"Prior  approval of t h e  Off ice  of Emergency Planning s h a l l  
be obtained through t h e  Ass i s tan t  Secretary of Defense ( I n s t a l -  
l a t i o n s  and Log i s t i c s )  before more than 25% non-Government use 
of Government-owned machinery and t o o l s  *** may be authorized.  ***" 
We found, i n  inqui r ing  a t  OEF, Washington, D.C., i n  December 1966, 

t h a t  s ince  January 1, 1965, only f i v e  requests  had been submitted, one of 
which had been disapproved. Generally, cont rac t ing  o f f i c e r s  w e r e  not re- 
qui r ing  cont rac tors  t o  request  and cont rac tors  were not request ing advance 
approval t o  use Government-owned IPE f o r  commercial work i n  excess of t he  
25-percent r e s t r i c t i o n ,  as i l l u s t r a t e d  below. We observed t h a t  it w a s  un- 
c e r t a i n  whether t he  25-percent c r i t e r i a  r e f e r r ed  t o  t o t a l  planned use o r  
t o  a f r a c t i o n  of t he  hours po ten t i a l l y  ava i l ab l e  under one s h i f t  o r  two 
s h i f t s ,  o r  t o  a c e r t a i n  number of days a week, e t c . ,  o r  i f  i t  w a s  t o  be 
administered on a t o t a l  p lan t  o r  an item-by-item bas i s .  

I n  fou r  cases f a c i l i t i e s  cont rac t s  were s i l e n t  o r  unclear as t o  t h e  
requirement t o  ob ta in  OEP p r i o r  approval, and Government o f f i c i a l s  had not 
sought OEP approval even though i t e m s  of IPE were being used i n  excess of 
25 percent of ac tua l  production t i m e  f o r  commercial work. For example, a 
f a c i l i t i e s  cont rac t  negot ia ted by the  Navy required the  cont rac tor  t o  use 
IPE f o r  a t  least 75 percent of t h e  year ly  t o t a l  of authorized hours f o r  
Government production and it w a s  s i l e n t  as t o  conditions t h a t  might re- 
qu i r e  OEP approval f o r  o the r  uses. 

I n  another ins tance  OEP denied a contractor  t he  use of Army f a c i l i -  
ties f o r  commercial work, but a t  t h e  same t i m e  t h e  contractor  w a s  using 
Air Force f a c i l i t i e s  extensively f o r  commercial work without being re- 
quired t o  submit a request .  I n  1965 t h i s  cont rac tor  used an average of 
1,000 items of IPE a month, cos t ing  $17.2 mil l ion,  €or commercial work on 
a share  b a s i s  with the  A i r  Force. This increased t o  $26.5 mi l l ion  i n  1966 
and t h e  IPE w a s  used i n  the  various company operat ing groups on an average 
of from 41 t o  97 percent of the  ac tua l  production t i m e  f o r  commercial 
work. Although the  Government o f f i c i a l s  administering the  property w e r e  
aware t h a t  submission of requests  f o r  use were appropria te ,  they had not 
required the  cont rac tor  t o  do t h i s  because of (1) the  many items of IPE 
subjec t  t o  commercial use and ( 2 )  t h e i r  assumption t h a t  t he  request  would 
have t o  be submitted monthly s ince  the  f a c i l i t i e s  cont rac t  requi res  l o c a l  
approvals monthly f o r  r e n t a l  purposes. 

A t  two cont rac tor  loca t ions  A i r  Force f a c i l i t i e s  cont rac t s  had in- 
corporated provis ions  which required t h e  cont rac tor  t o  no t i fy  t he  contract-  
ing  o f f i c e r  when non-Government use w a s  expected t o  exceed 25 percent of 

, t h e  t o t a l  equipment use. 

I n  one case 105 i t e m s  of IPE valued a t  $6.1 mi l l i on  had been used an 
average of 58.5 percent of the  production t i m e  f o r  commercial work during 
t h e  6 months ended Ju ly  31, 1966, without advance approval. The 

18 



I con t rac t idg  o f f i c e r  s t a t e d  t h a t  t he  cont rac tua l  requirements t o  ob ta in  OEP 
p r i o r  approval had been added i n  December 1965 and t h a t  he had not checked 
t h e  con t r ac to r ' s  compliance. A t  t he  o ther  l oca t ion  t h e  cont rac tor  used 
67 i t e m s  of IPE, valued a t  more than $2 mil l ion,  over 25 percent of pro- 
duction t i m e  f o r  commercial work. The contractor  advised us  t h a t  he was 
unaware of t h e  contract  requirements. 

Some DOD and OEP o f f i c i a l s  s t a t e d  i n  t h e  course of our review t h a t  
approvals t o  use I P E  should be administered on an item-by-item bas i s .  A 
DOD o f f i c i a l  f u r t h e r  s t a t e d  t h a t ,  by reasonable appl ica t ion  of t h e  r u l e ,  
some exception was i n  order  where a l i n e  of machines performed a t a sk  
j o i n t l y  

Improper use of Government-owned IPE 

On the  bas i s  of information ava i l ab l e  f o r  our review, it  w a s  our 
opinion, t h a t ,  i n  a s ign i f i can t  number of cases ,  Government-furnished IPE 
was not properly used from the  Government's viewpoint. 
vance approval f o r  such use had not been obtained from OEP, so  t h a t  t h e  
designated Government au thor i ty  had not reviewed and e i t h e r  approved o r  
disapproved the  manner i n  which it was being used. 

I n  these  cases  ad- 

For example, an 8,000-ton mechanical forge press  cos t ing  $1.4 mi l l i on  
was i n s t a l l e d  a t  a con t r ac to r ' s  p l an t  i n  la te  1961 on the  bas i s  t h a t  t h e  
less e f f i c i e n t  4,000-ton presses ,  also Government-owned, could not handle 
a l l  of t he  Government orders  f o r  j e t  engine midspan blades. 
3 years  ended December 31, 1965, t he  8,000-ton press  w a s  used 78 percent 
of ac tua l  production t i m e  f o r  commercial work without advance OEP approval 
while t h e  majority of Government procurement of midspan blades w a s  pro- 
cessed on t h e  4,000-ton presses.  

During the  

A l s o  t h i s  contractor  had used 10 machines, cos t ing  from $29,000 t o  
$141,000 each, 100 percent of the  t i m e  f o r  commercial work during t h e  
f i r s t  6 months of 1966 without obtaining advance OEP approval. 

I n  another ins tance t h e  Navy furnished a cont rac tor  an automatic 
t u r r e t  l a t h e  cos t ing  $45,600 on the  bas i s  of t he  c o n t r a c t o r 8 s  projected 
i n i t i a l  year saving of $25,800 i n  operat ing cos t s .  
the  f i r s t  year the  new l a the ,  without advance OEP approval, w a s  used 
513 hours, o r  24 percent of t he  ac tua l  productiop t i m e ,  on Government 
r en t- f r ee  work and ch ie f ly  f o r  commercial work the  rest  of t h e  t i m e .  
Thus the  Government d id  not receive the  benef i t  of most of t he  saving i n  
operat ing cos t s .  A t  t h e  same t i m e ,  Government r en t- f r ee  work t o t a l i n g  
5,756 hours w a s  processed on f i v e  o lde r ,  less e f f i c i e n t  t u r r e t  l a thes .  

W e  noted t h a t  during 

I n  another case,  during the  9-year period ended September 1966, an 
ammunition f a c i l i t y  w a s  used about 80 percent of t h e  t i m e  f o r  commercial 
work which represented over $24 mi l l ion  i n  sales. 
t r a c t ,  dated i n  November 1950, allowed use f o r  commercial products pro- 
vided t h i s  d id  not i n t e r f e r e  with production of mi l i t a ry  i t e m s .  
tember 1965 the  Navy ac t iva ted  t h i s  f a c i l i t y  f o r  rocket  warhead produc- 
t i o n  c a l l i n g  f o r  del ivery of 15,000 t o  52,000 warheads a month through 
June 1966. 

The f a c i l i t i e s  con- 

I n  Sep- 

Although t h e  f a c i l i t i e s  cont rac t  spec i f ied  t h a t  a production 



capab i l i t y  of 95,000 warheads a month be maintained, t h e  condi t ion of t h e  
IPE w a s  such t h a t  t h e  contractor  could not m e e t  de l ivery  schedules. 

We noted t h a t  t h e  commercial work remained a t  about i t s  previous 
level;  however, t h e  contractor  advised us t h a t  t h i s  d id  not i n t e r f e r e  
with m i l i t a r y  production because some of t h e  machines being used could not 
hold t h e  to le rances  required f o r  rocket warhead production. We were un- 
a b l e  t o  determine t h e  e f f e c t  of t h e  commercial production on the  present: 
condi t ion of t he  IPE. I t  should be noted however, t h a t  Navy o f f i c i a l s  
were unaware of t h e  ex ten t  of commercial production a t  t h i s  f a c i l i t y .  

From t h e  records  made ava i l ab l e  t o  us, w e  could not t e l l  whether a 
determination as t o  t h e  condi t ion of t he  IPE and t h e  e f f e c t  of commercial 
production, had ever been made. 
vious commercial use may have contr ibuted t o  t he  equipment's i n a b i l i t y  t o  
meet required tolerances ,  they pointed out  t h a t  such commercial use w a s  
allowed under t h e  contract., The contract  had not been amended t o  i n s e r t  
t h e  OEP approval requirement which became e f f e c t i v e  June 1957. 

While Navy o f f i c i a l s  conceded t h a t  pre- 

Conclusions 

The need f o r  good property management i s  evident i n  view of t h e  Gov- 
ernment's l a r g e  investment i n  IPE  and the  widespread demands f o r  these  
resources.  I n  our opinion, the  circumstances described i n  t he  preceding 
pages are ind ica t ive  t h a t  t h e  Government has not always followed a pol icy 
which r e s u l t s  i n  t h e  most des i r ab l e  use of i t s  IPE. 

We be l ieve  t h a t  t h e  present methods of con t ro l l i ng  t h e  use and dis-  
pos i t i on  of Government-owned I P E  a r e  not adequate, pr imari ly  because of 
a requirement f o r  contractor  property accounting systems t o  include mean- 
ing fu l  u t i l i z a t i o n  da t a  as a too l  f o r  property management. 
a l s o  t h a t  proposed ASPR changes (ASPR Case 66-314)  which r equ i r e  t h e  con- 
t r a c t o r  t o  maintain IPE u t i l i z a t i o n  records i n  accordance with sound in- 
d u s t r i a l  p r ac t i ce s  and t o  e s t a b l i s h  u t i l i z a t i o n  standards are not s p e c i f i c  
enough t o  p ro t ec t  t h e  Government's i n t e r e s t s .  

W e  bel ieve 

Additionally,  w e  be l ieve  t h a t  t h e  Government should prescr ibe  the  
s tandards  and t h e  information needed t o  properly manage i t s  equipment, 
including information not only as t o  t h e  ex ten t  but a l s o  as t o  t he  manner 
of use ( i . e . ,  commercial work, Government work f o r  which r e n t a l  i s  paid, 
Government r en t- f r ee  work, e t c . ) .  Mareover, t h e  proposed ASPR rev is ions ,  
i n  our  opinion, do not adequately de l inea t e  u t i l i z a t i o n  procedures and 
p rac t i ce s  t o  be followed o r  required by the  Government property adminis- 
t r a t o r  and t h e  cont rac tors ,  with respec t  t o  t he  spec i a l  category of IPE 
designated as test  equipment, nor do they suggest t he  type of standards 
by which r e t e n t i o n  by t h e  cont rac tor  should be evaluated. 

W e  proposed the re fo re  t h a t  t h e  provisions of t h e  proposed ASPR 
changes be rev ised  t o  m e e t  t he  predominate need of providing records  and 
a means t o  determine whether t h e  ex ten t  and manner of use of Government 
IPE i s  sa t i s f ac to ry .  
only for IPE above some es tab l i shed  cos t  level, such as t h e  $1,000 pre- 
sc r ibed  for DIPEC repor t ing  procedures and should a l s o  exclude IPE when 

W e  recognize t h a t  t h i s  procedure may be p rac t i cab le  
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the Assistant Secretary of Defense has restricted and reserved use of IPE 
to specific military programs. Moreover, in our opinion, attention should 
be directed to the question of whether or not lease of IPE for commercial 
work is desirable. We identified a number of instances where need for 
equipment so used existed at other DOD contractor plants. 

While OEP approval is directed primarily at precluding contractors 
from obtaining a competitive advantage, current practices appear to be in- 
consistent also with the following instructions. 

ASPR 13-301(e) "Facilities shall not be provided by 
the Government *** solely for non-Government use. 'I 

Defense Mobilization Order 8555.1 "*** Government- 
owned production equipment should not be leased to private in- 
dustry until its unavailability from private sources has been 
e s tab 1 i shed. ***I' 

We believe that, when the planned commercial use of a machine exceeds 
25 percent of its total planned use, prior approval should be obtained, 
not only to meet OEP's  reporting requirements and purposes, but also to 
provide the responsible DOD management activity with a comprehensive view 
of the extent to which Government-furnished IPE, by types, are being ap- 
plied to private commercial purposes. 

Therefore, we believe that ASPR 13-405 should be clarified to show 
that prior approval is to be made on a machine-by-machine basis and that 
the term "25 percent non-Government use" be more precisely defined. In 
addition, we believe that ASPR should be clarified to differentiate OEP 
approvals from local monthly approvals for rental purposes. 

Agency comments and our evaluation 

The Deputy Assistant Secretary of Defense (Procurement) by letter of 
August 7, 1967, advised us that the ASPR is being revised to prescribe 
that the contractor be required contractually to establish and maintain a 
written system for controlling utilization of IPE. The Deputy Assistant 
Secretary indicated that the revised regulation establishes the respon- 
sibility for each contract administration activity, and other DOD compo- 
nents, to conduct property system surveys to ensure the effectiveness of 
such a system and to show the extent and manner of use of Government- 
owned IPE. He indicated also that it provides for control, detection, 
and reporting of Government-owned IPE which are not being effectively and 
economically utilized by Defense contractors. 

The Deputy Assistant Secretary stated that the Department will study 
the feasibility of maintaining utilization records on a machine-by-machine 
basis, as for example, IPE of selected high value and that, if the study 
proves the practicality of such an approach, the ASPR will be modified 
accordingly. 

We believe 
may be excluded 

that the tabulation of machine-by-machine utilization data 
for IPE approved by the Assistant Secretary of Defense 

2 1  



f o r  s p e c i f i c  programs, inasmuch as t h e  u t i l i z a t i o n  of t h i s  IPE i s  re- 
s t r i c t e d  t o  s p e c i f i c  mi l i t a ry  hardware items and f o r  IPE above some es- 
t ab l i shed  cos t- leve l ,  such as t h e  $1,000 prescr ibed f o r  DIPEC repor t ing  
procedures. Our repor t  po in ts  out  t h a t  we were unable t o  determine the  
manner of use of many general  purpose type of equipment i t e m s  a t  many 
cont rac tor  p l an t s  we v i s i t e d  because adequate u t i l i z a t i o n  records w e r e  
not  maintained. 

Our review es tab l i shed  t h a t ,  of the  17 cont rac tors  examined, only 
f i v e  cont rac tors  maintained adequately comprehensive machine-by-machine 
u t i l i z a t i o n  data .  Two of t he  f i v e  contractors  accumulated the  da ta  by 
manual post ings  and t h e  o the r  t h ree  through mechanized procedures ( t a b  
card system). 
cedures t o  an e l ec t ron ic  data  co l l ec t ion  system designed f o r  manufacturing 
indus t r i e s .  
l e c t i o n  system i s  "Machine and Tool Ut i l i za t ion , "  and w e  observed t h a t  
t h r ee  of t h e  remaining 1 2  contractors  reviewed were i n  t he  process of in- 
s t a l l i n g  similar systems a t  t h e  time of our review. 

One of the  contractors  was converting from mechanized pro- 

Included among the  appl ica t ions  of t h e  e l ec t ron ic  da ta  col-  

I n  regard t o  p r i o r  approval by OEP f o r  commercial use of IPE of more 
than 25 percent,  t h e  Dzputy Assis tant  Secretary s t a t e d  that such approvals 
on a machine-by-machine bas i s  would c r e a t e  a subs t an t i a l  adminis t ra t ive  
burden not commensurate with t he  goals  sought. H e  f u r the r  s t a t e d  t h a t  t o  
maintain a f a c t u a l  u t i l i z a t i o n  record by individual  machine f o r  commingled 
Government and contractor-owned p lan t  equipment on a contract-by-contract  
b a s i s  i s  impract ical  because it would be very t i m e  consuming, d i s rup t  t he  
con t r ac to r ' s  production planning process, and r e s u l t  i n  t he  addi t ion  of a 
cos t ly  adminis t ra t ive  burden f o r  both Government and industry .  DOD f e e l s  
t h a t  a more p r a c t i c a l  approach i s  on2 of more aggressive surve i l lance ,  
max imum use  of all p lan t  equipment, and add i t i ona l  emphasis on the col- 
l e c t i o n  of adequate r e n t a l s ;  and they s t a t e d  that they w e r e  pursuing 
t h i s .  

The Deputy Assis tant  Secretary indicated t h a t  t he  Department intends 

def in ing  "25-percent non-Government use" and the  d i f  feren- 
t o  m e e t  with OEP f o r  t he  purpose of reaching an acceptable  so lu t ion  on 
these  po in t s  : 
t i a t i o n  of OEP approvals from l o c a l  monthly approvals f o r  r e n t a l  purposes. 

On the  bas i s  of available u t i l i z a t i o n  records w e  questioned r e t en t ion  
of 296 i t e m s  of IPE a t  contractor  p lan ts .  DIPEC records revealed t h a t  81 
of 296 i t e m s  of I P E  were classed as being i n  e i t h e r  c r i t i c a l  o r  sho r t  sup- 
ply. A c lo se r  ana lys i s  of these  i t e m s  ind ica tes  t h a t  commercial use w a s  
concentrated on the  IPE with t h e  highest  average acqu i s i t i on  cos t  a s  
follows : 

Acquisit ion cos t  
Number Average To t a l  

Commercial use 24 $84 , 7 00 $2,032,000 
Not used 43 27 , 300 1 , 17 2,400 
Low use - 14 12,500 174,9 00 

Total  $3,379,300 
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Without requi r ing  contractors  t o  fu rn i sh  machine-by-machine u t i l i z a t i o n  
da ta  within reasonable l i m i t s  and without enforcing r e a l i s t i c  use cr i ter ia  
requir ing p r i o r  approvals when such machines are t o  be u t i l i z e d  on com- 
mercial work, DOD l acks  adequate assurance t h a t  t he  most e f f i c i e n t  ma- 
chines a r e  used t o  process Government work, hence minimize procurement 
costs .  

We question the  Deputy Assis tant  Secre ta ry ' s  statement t h a t  t he  main- 
tenance of u t i l i z a t i o n  data ,  machine-by-machine, i s  impract ical ,  very t i m e  
consuming, d i s rup t ive  and cost ly .  Earlier, w e  pointed out  t h a t  some con- 
t r a c t o r s  a l ready maintained individual  machine u t i l i z a t i o n  da ta  and t h a t  
o thers  were i n s t a l l i n g  e lec t ron ic  da ta  co l l ec t ion  systems which had ap- 
p l i c a t i o n  t o  providing t h i s  data .  I t  seems, therefore ,  t h a t  t he  Govern- 
ment w i l l  bear a share  of these  investments through the  end-item p r i ce s  
i t  negot ia tes ,  and t h a t  t he  imposition of a requirement on these contrac- 
t o r s  t o  furn ish  such u t i l i z a t i o n  da ta  t o  d i s t inguish  Government and com- 
mercial  use does not seem unreasonable. 

One contractor  possessing 1,091 items of IPE, each having a r e n t a l  
value i n  excess of $100 p e r  month, would not fu rn i sh  the  u t i l i z a t i o n  
data  s ince it w a s  not cont rac tua l ly  required;  and, i f  t he  Government in-  
s i s t e d  on the  da ta ,  he would i n s i s t  on adequate reimbursement f o r  records 
so l e ly  f o r  the  benef i t  of the  Government. A t  t h i s  loca t ion  t h e  Govern- 
ment Administrative Contracting Off icer  estimated t h a t  it would cos t  
about $250,000 a year t o  furn ish  u t i l i z a t i o n  da ta  f o r  t he  1,091 machines; 
however he could not l oca t e  and furn ish  us  t h e  b a s i s  f o r  t h e  estimate. 

Another contractor  who repor t s  monthly machine-by-machine u t i l i z a -  
t ion ,  broken down by Government and commercial use, furnished us an es- 
t imate  of t he  year ly  cost  t o  provide t h i s  data on 880 machines a s  fo l-  
lows : 

Recording--direct labor  
Pro ces sing- - labor  
EDP machine t i m e  
Forms 

Total  annual cost  

$4,572 
1 ,725  

67 8 
425 

$7,400 -___ 

chine computation of t h e  r e n t  a t  t h i s  
y-\ 

We estimate t 
contract0 he annual r en  en t  by about $582,600. 

-------- 

t seems reasonable t o  expect t h a t ,  i f  t h e  Government provides IPE 
n t r ac to r s ,  t h e  contractors  should furn ish  the  Government da ta  as t o  

w they are using it. Our review demonstrates t h e  e f fec t iveness  of  
cont ro l l ing  IPE on the  bas i s  of use data  provided on a machine-by-machine 
basis .  
t h i s  bas i s  i n  t he  study which DOD w i l l  perform regarding the f e a s i b i l i t y  

Therefore, w e  recommend t h a t  t he  Secretary of Defense emphasize 
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of maintaining utilization records within the limits suggested earlier in 
this report. . , I, s I- 

Also, we recommend that the Director, Office of Emergency Planning, 
similarly administer prior approvals for planned commercial use of IPE. 
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Redistribution of industrial plant equipment 

Idle IPE not redistributed by DIPEC 
in some instances 

At DIPEC our examination was directed toward the identification of 
requisitions for items of IPE which were available in contractors' plants 
or reserve stocks and were not redistributed. Our examination of 151 
requisitions selected at random from an estimated 13,620 requisitions for 
metalworking and general plant equipment processed by DIPEC during the 
6-month period ended June 30, 1966, showed 12 instances where suitable 
equipment which had been reported as available was not offered to meet 
the requirement. 

Our sample indicated that during the 6 months DIPEC could have of- 
fered to fill an additional 1,082 requisitions from metalworking and 
general plant equipment in its idle inventory. However, because our es- 
timate is based on statistical sampling, the number of additional requi- 
sitions that DIPEC could have offered to fill could be as low as 487 or 
as high as 1,677, with 95 percent assurance that this conclusion is cor- 
rect. 

On the basis of the average unit value of such equipment in the in- 
ventory as of December 31, 1966, we estimate that the total value of the 
additional equipment that could have been offered during this 6-month pe- 
riod was about $12 million. 
chased to satisfy the requirement in six of the 12 instances. In another 
instance, equipment on hand was modified at an undetermined cost in order 
to fill the requirement. 

We also found that additional IPE was pur- 

We found in five instances that available equipment was not offered 
because persons directly responsible for making equipment allocations 
had not been adequately instructed and were making decisions that certain 
requisitions should not be filled, even though DIPEC's policy is to allo- 
cate available equipment to fill established requirements of any autho- 
rized requisitions. 

For example, in May 1966, DIPEC received a requisition for a milling 
machine. The requisition was funded and indicated that the item would be 
purchased ir' not available from DOD's idle equipment. 
Certificate of Nonavailability and the requesfor purchased the item at a 
cost of $10,159. 

DIPEC issued a 

Our review of DIPEC records showed that a similar piece of equipment 
was in an idle status at the time the requisition was processed. DIPEC 
representatives stated that the idle equipment was not offered because of 
a belief that the requesting agency intended to place the item in stock 
and did not have a specific use for the item. However, our review of the 
requisition submitted to DIPEC showed that the item was required to sup- 
ply a high-priority requisition from the Aberdeen Proving Ground, Mary- 
land. 

I 
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I n  another instance, we found t h a t  a r equ i s i t i on  was not f i l l e d  be- 
cause a su i tab le  i t e m  had not been recovered from DIPEC's excess stocks 
when requirements computations showed t h a t  the item was needed. DIPEC 
had not issued ins t ruc t ions  requir ing the screening of i t e m s  recent ly de- 
c lared  excess,  but s t i l l  on hand, when l a t e r  computations showed addi- 
t i o n a l  requirements. 

For the remaining s i x  requis i t ions ,  we were unable t o  ident i fy  any 
spec i f i c  reason why they were not f i l l e d  from the i d l e  equipment inven- 
tory.  Of f i c i a l s  of DIPEC agreed tha t  the items of IPE iden t i f i ed  by our 
review were su i tab le  t o  meet the requirements shown on the 1 2  requis i-  
t ions. 

We proposed t o  the Secretary of Defense t h a t  D I P E C ' s  management con- 
t r o l s  be reviewed and new o r  addi t ional  d i rec t ives  be i n i t i a t e d ,  where 
required, t o  ensure tha t  a l l  equipment which could be u t i l i z e d  t o  meet 
an t ic ipa ted  needs i s  considered and tha t  su i tab le  equipment is offered to  
authorized requis i t ioners  i n  each instance when it is  avai lable .  We pro- 
posed t h a t  a program of personnel t ra in ing  and supervisory review be in- 
s t i t u t e d  t o  ensure adherence to  establ ished policy and procedures. 

Apency comments 

The Deputy Assis tant  Secretary advised us tha t  DIPEC had establ ished 
a t r a in ing  program for  a l l  DIPEC commodity managers and tha t  pa r t i cu la r  
emphasis was being placed on the requirement t o  document the issuance of 
Cer t i f i ca t e s  of Nonavailability or  other spec i f i c  conditions under which 
items i n  inventory are  rejected as unsuitable fo r  the intended use. 

In  view of the act ion taken by the Department of Defense, we a r e  not 
making any recommendation a t  t h i s  time. 
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Rental  of i n d u s t r i a l  p l an t  equipment--general 

Need for  uniform terms in  IPE lease con t r ac t s  

Although uniform r a t e s  f o r  r e n t a l  of Government-owned machines t o  
con t rac tors  had been presc r ibed ,  we found t h a t  t h e  var ious  bases upon 
which the  r e n t  payments were negot ia ted r e s u l t e d  i n  a l ack  of uniformity 
i n  the r a t e s  a c t u a l l y  charged, i nequ i t i e s  between con t r ac to r s ,  and, i n  
some cases ,  reduced r e n t  payments t o  the Government. The depar ture  from 
uniform r a t e s  e x i s t s  because the ASPR al lows c r e d i t s  t o  the r e n t  l i a b i l -  
i t y ,  r epresen t ing  the  por t ion  of usage f o r  Government ren t- f ree  work, t o  
be based on a v a r i e t y  of a l l o c a t i o n  bases app l ied  t o  the  t o t a l  r e n t  l i a -  
b i l i t y  and because of o ther  bas ic  d i f fe rences  i n  the  r e n t a l  formulas ap- 
p l i ed  a t  various loca t ions .  

Uniform r a t e s  prescribed-- In 1956 the  need t o  e s t a b l i s h  uniform leas- 
ing p o l i c i e s  w i t h  r e spec t  t o  r e n t a l  r a t e s  w a s  acknowledged i n  r e p o r t s  pre- 
pared by the  J o i n t  Committee on Defense Production and the  United S t a t e s  
Senate Select Committee on Small Business. One r epo r t  s t a t e s  t h a t  s i z ab l e  
numbers of Government-owned machine t o o l s  were being leased t o  p r iva t e  in- 
dus t ry  and t h a t ,  because a uniform l ea s ing  pol icy had not  been adopted, 
d iscr iminat ion and apparent low- rental p o l i c i e s  tended t o  place small  con- 
cerns  a t  a competitive disadvantage. Moreover, the  Se l ec t  Committee on 
Small Business believed t h a t  l e a s ing  f o r  non-Defense purposes should be 
held  t o  a minimum; a po l icy  which is  cu r r en t l y  r e f l e c t e d  i n  OEP and DOD 
i n s t ruc t i ons .  

Therefore,  an Inter-Agency Task Group was formed with members repre-  
sen t ing  the DOD and s i x  o ther  agencies of the Government. On June 19,  
1957, the  recommendations of the  t ask  group, which w e r e  developed by con- 
s u l t i n g  r ep re sen t a t i ve s  and l ea s ing  exper t s  i n  the  machine t o o l  indus t ry ,  
were adopted and uniform r e n t a l  r a t e s  f o r  the  l e a s ing  of Government-owned 
machine t oo l s  t o  p r iva t e  industry  were es tab l i shed .  The uniform r a t e s ,  
which are cu r r en t l y  s t a t e d  i n  OEP's  Defense Mobilization Order 8555.1 and 
ASPR s ec t i on  7-702.12, were adopted on the  premise t h a t  a l l  lessees should 
be t r e a t e d  a l i k e  and t h a t  a l l  pay r e n t  a t  the same r a t e s .  

The uniform r e n t a l  r a t e s  f o r  machine t o o l s  and secondary metal- 
forming machinery a r e  a s  follows: 

Age of equipment 

0 t o  2 years  
over 2 t o  6 years  

" 6 " 10 years  
" 10 years  

Monthly r e n t a l  r a t e  
app l ied  aga in s t  

a cqu i s i t i on  cos t  

1-3 /4% 
1-1/2% 
1% 
314% 

Current l e a se  terms permi t  inequities--The DOD al lows ren t- f ree  use 
of i t s  f a c i l i t i e s  f o r  m i l i t a r y  o rders ,  and, where author ized f o r  commer- 
c i a l  work, i t s  use i s  general ly  shared.  Although the  gross r e n t  l i a b i l -  
i t y  usua l ly  i s  determined from the  prescr ibed ASPR r a t e s ,  machine by 
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machine, inequities arise, in some cases, in computing a rent credit repre- 
senting the portion of rent-free Government work. This occurs because ASPR 
allows and contractors compute rent reductions based on overall allocations 
of the workload between Government and non-Government work according to the 
relationship of various factors--such as sales, labor hours, or machine 
hours--rather than computing rent reductions machine by machine according 
to the ratio of shared usage of the particular machine. 

We did find in one instance that the overall allocation method used 
produced rentals comparable to an individual machine computation. In two 
cases we found that the overall allocation method resulted in lower rents 
for the Government. This effect was caused in these cases by averaging 
machine utilization and combining higher utilization for Government work 
of lower valued machines with higher utilization for commercial work of 
high valued machines. 
basic differences in the rental formulas applied at different locations. 
Some of the differences we found are illustrated below: 

In additional cases inequities were caused by other 

One contractor computed rent on a machine-by-machine basis and com- 
puted the rent credit for each machine individually on the basis of 
the number of machine hours applied separately to Government work and 
to commercial work. However, where separate tabulations of actual 
machine-hour use could not be made for certain support equipment, no 
rent was charged. A s  a result, the contractor used the Government- 
owned support IPE  for commercial work without charge. 

At another location, the contractor computed the rent credit on the 
basis of the average utilization of the machines used for Government 
work. The inclusion of certain downward adjustments, because it was 
considered a reserve plant, and the use of an average ratio of ma- 
chine utilization in the calculation resulted in a lower rent lia- 
bility than would have resulted from calculating rent on a machine- 
by-machine basis. On the basis of machine usage for a 10-week pe- 
riod, we estimate that a machine-by-machine calculation would have 
increased the rent payment for the 12 months ended September 30, 
1966, from $226,400 to $809,000 or $582,600 in excess of the present 
method. The cost of maintaining utilization records, machine by ma- 
chine, amounted to $7,400, as estimated by this contractor, and the 
details of this estimate are shown on page 23 of this report. 

In another case, rent of IPE applicable to a Navy standby facility is 
based upon 2 percent of sales prices. ASPR prescribes use of the uni- 
form rates and currently makes no provision for computing rent on this 
basis. We were unable to make a determination of rent based on 
machine-by-machine use data in this instance; however, we estimate 
that, under the current procedures permitted by ASPR, the rent would 
have increased from $83,000 to $194,000 during the year ended Septem- 
ber 30, 1966. 

Rent for I P E  was computed according to varying formulas in each of 
four facilities contracts negotiated by different military services 
with the same contractor. 
classes of machines of similar age and value would vary widely due to 
differences in rent formulas. 

We noted that the rent paid for use of like 
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Rent payments i n  another case  were minimized through the  computation 
of the  r e n t  c r e d i t  including engineering labor  hours which had no re- 
l a t i onsh ip  t o  machine hours or  t o  the  r e n t  of the  IPE. I n  the  r e n t  
computation a t  two con t rac tor  l oca t i ons ,  the  r e n t  l i a b i l i t y ,  before 
applying the  c r e d i t ,  was based on app l i ca t i on  of the  ASPR r a t e s  t o  a l l  
Government IPE a t  one l oca t i on ,  while a t  the  o ther  l oca t i on  only t he  
Government IPE requested f o r  commercial use was included. 

P r i o r  approval t o  r e n t  IPE  
not  always requested 

W e  noted ins tances  where con t rac tors  were us ing IPE f o r  commercial 
work f o r  which approval had no t  been requested i n  advance al though approval 
is required by the  f a c i l i t i e s  management con t r ac t .  

To discourage unauthorized use of Government f a c i l i t i e s  f o r  commercial 
work, ASPR 7-702.12(e) and f a c i l i t i e s  con t r ac t s  provide: 

" If the  Contractor uses any i t e m  of the  F a c i l i t i e s  without au- 
tho r i za t i on ,  the  Contractor s h a l l  be l i a b l e  f o r  the  f u l l  monthly 
r e n t a l ,  without c r e d i t ,  f o r  such i t e m  f o r  each month o r  p a r t  
thereof  i n  which such unauthorized use occurs.  However, the  
Contracting Off ice r  may waive the  Cont rac tor ' s  l i a b i l i t y  f o r  
such unauthorized use i f  he determines t h a t  the  Contractor ex- 
e rc i s ed  reasonable care  t o  prevent such unauthorized use .  I n  
t h i s  l a t t e r  even t ,  the Contractor s h a l l  be l i a b l e  only f o r  the  
r e n t a l  t h a t  would otherwise be due under t h i s  c lause ."  

In  a few ins tances  where the  Government property admin is t ra to r  found 
t h a t  machines had been used f o r  non-Government work without p r i o r  approval,  
the machines were subjected t o  the r e n t  a s  normally computed. Fu l l  monthly 
r e n t a l  was not  charged because it could not  be shown t h a t  con t r ac to r s  d id  
not  use reasonable care t o  prevent such use. 

A t  one con t rac tor  p lan t  s e l e c t i v e  f l o o r  checks conducted by the  Gov- 
ernment property adminis t ra tor  a t  month-end showed numerous ins tances  where 
IPE was used f o r  commercial work which the con t rac tor  had not included i n  
h i s  monthly request  t o  the  Government p lan t  r ep re sen t a t i ve .  I n  March 1965, 
the  con t rac tor  was advised t h a t ,  i n  the  pa s t  6 months, 7 . 5  percent  of the  
IPE examined was being used without p r i o r  approval. Although co r r ec t i ve  
ac t i on  was promised, f l o o r  checks revealed t h a t  during the  year 1965 the  
incidence of d iscrepancies  w a s  10 percent and during the  f i r s t  9 months of 
1966 i t  rose  t o  13.5 percent.  

W e  noted ins tances  a t  th ree  o ther  con t rac tor  loca t ions  where machines 
were used f o r  commercial work without obta ining p r i o r  approval a s  requ i red  
by the  f a c i l i t i e s  con t rac t s .  

DOD reviews and cor rec t ive  measures 

W e  found t h a t  the  reviews of r e n t  by the  Defense Contract  Audit 
Agency (DCAA), when performed, w e r e  general ly  l imi ted  t o  ve r i fy ing  the  ac- 
curacy of da t a  i n  the  r e n t  computations and the procedure f o r  computing 
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the  rent  i n  accordance with the cont rac t  formula. An evaluat ion as t o  
whether the preva i l ing  terms of the lease  were equi tab le  t o  the Government 
was not  apparent.  

However, i nequ i t i e s  which we believe e x i s t  i n  the r e n t  formulas, a s  
discussed i n  t h i s  r e p o r t ,  derive from the r e l a t e d  clauses  negotiated by 
the respect ive se rv ices  as pa r t  of f a c i l i t i e s  cont rac t s .  The ASPR Commit- 
t ee  now has under consideration a pol icy (ASPR Case 65-19) under which the 
cont rac tor  w i l l  be charged r e n t  fo r  a l l  Government IPE i n  the con t r ac to r ' s  
possession.  When the IPE i s  used on a Government cont rac t ,  the contractor  
w i l l  reduce the gross r e n t  l i a b i l i t y  by the amount of a r e n t  c r e d i t  nego- 
t i a t e d  f o r  each cont rac t .  DOD o f f i c i a l s  believe t h a t  t h i s  procedure w i l l  
ensure aga ins t  competitive advantage and w i l l  a c t  a s  an incent ive t o  con- 
t r a c t o r s  t o  r e tu rn  IPE  t o  the Government a s  soon a s  it becomes excess.  

Conclusions 

In  our opinion, the determination of r e n t  on a machine-by-machine ba- 
sis and s imi l a r ly  applying the r e n t  c r e d i t  fo r  Government ren t- f ree  use t o  
each machine above an es tab l i shed  d o l l a r  value i n  i t s  r a t i o  of Government 
versus commercial machine hours of use would be more accurate and more eq- 
u i t a b l e  than the various methods present ly  i n  use. 

The maintenance of u t i l i z a t i o n  data  f o r  Government-owned IPE,  a s  rec-  
ommended i n  our discussion of u t i l i z a t i o n  p rac t i ce s ,  would provide the ba- 
s is  t o  more accura te ly  compute r e n t  on an item-by-item basis .  The f ea s i-  
b i l i t y  of maintaining use records ,  machine by machine, has been es tab l i shed  
by f ive  cont rac tors  included i n  our review, and one of the contractors  was 
computing r e n t  i n  the manner i n  which we suggested, a s  de ta i led  above. 
Moreover, such a procedure would eliminate discr iminat ion i n  r a t e s  charged 
t o  d i f f e r e n t  contractors  because the c r e d i t s  would be uniformly computed 
f o r  each item based on ac tua l  machine hours used. Broad a l loca t ions  a r e  
appropria te  i n  those cases where Government versus commercial machine usage 
cannot be tabulated,  such a s  fo r  c e r t a i n  common support equipment o r  fo r  
IPE below an es tab l i shed  value where no u t i l i z a t i o n  records a r e  maintained. 
Further ,  the tabula t ion  of u t i l i z a t i o n  data could be expected t o  d i sc lose  
commercial use f o r  which approval had not been requested and thus supple- 
ment the present complete re l iance  on f l oo r  checks. 

The DOD proposal t o  ass ign  a r e n t a l  charge t o  a l l  Government IPE  i n  a 
con t r ac to r ' s  p lan t  could, dependent upon the form i n  which it may be f i -  
n a l l y  implemented, be expected t o  provide an incentive to  dispose of or t o  
r e d i s t r i b u t e  I P E  which was poorly u t i l i z e d .  However, the proposal r e t a i n s  
the choice of various methods of a l l o c a t i n g  the use between Government and 
commercial work which, we bel ieve,  w i l l  produce inequ i t i e s  of the type d i s-  
cussed i n  t h i s  repor t .  We proposed, therefore ,  t h a t  fu r the r  study of t h i s  
proposal include consideration t h a t  ac tua l  use be determined on a machine- 
by-machine bas i s .  

Furthermore, it appears t o  us  t h a t  the DOD-proposed method would be 
exceedingly complex t o  adminis ter ,  p a r t i c u l a r l y  a s  t o  the e f f e c t  of  con- 
t r a c t  changes a f t e r  the negot ia t ion of r e n t a l  c r e d i t s  under the cont rac t s ,  
and we proposed consideration of t h i s  question i f  not  previously 
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considered. Industry  r eac t i on  t o  t h e  DOD proposal  has not  y e t  been ob- 
t a ined ,  and there fore  we a r e  unable t o  complete our eva lua t ion  of t h i s  a l -  
t e rna t i ve .  

The present  ASPR c l ause ,  which would make a con t rac tor  l i a b l e  f o r  the  
f u l l  monthly r e n t  f o r  use of Government IPE without au tho r i za t i on ,  was ap- 
paren t ly  intended t o  prevent such unauthorized use.  W e  bel ieve t h a t  the  
penal ty  concept is  appropr ia te  s ince  a penal ty ,  o r  even normal r e n t ,  can 
be assessed only i n  those ins tances  where unauthorized use i s  de tec ted  by 
Government property admin is t ra to rs .  However, i n  the  few ins tances  where 
we noted t h a t  unauthorized use had been de tec ted ,  the  penal ty  had no t  been 
imposed because of the "reasonable care" l i m i t a t i o n  i n  the  c lause .  W e  pro- 
posed t h a t ,  i n  order  t o  improve con t ro l  over the  use of Government TPE, the  
Department consider the  need f o r  more s t r i n g e n t  language i n  the  present  
ASPR c lause .  

Agency comments and our eva lua t ion  

The Deputy Ass i s t an t  Secretary  ind ica ted  t h a t  s eve ra l  a l t e r n a t i v e  pro- 
posals  concerning condi t ions  f o r  use of Government p l an t  equipment w e r e  be- 
ing considered by the  ASPR Committee, none of which contemplate a determi- 
na t ion  of a c t u a l  equipment use on a machine-by-machine ba s i s .  With respec t  
t o  the  need f o r  more s t r i n g e n t  language i n  the  present  ASPR c l ause ,  the  
Deputy Ass i s tan t  Secretary  has s t a t e d  t h a t  DOD has continuously taken the  
pos i t i on  t h a t  con t rac tors  should be held  l i a b l e  f o r  any unauthorized use; 
however, he has indicated t h a t  t he  Department w i l l  consider the  need f o r  
s t ronger  language i n  paragraph ( e )  of the "use and charges" c lause  (ASPR 
7-702.12) t o  ensure adequate con t ro l  over the  use of Government-owned IPE 
i n  possession of Defense con t rac tors .  

Our proposal t o  compute r e n t  on a machine-by-machine ba s i s  i s  t he  most 
accurate  system within our knowledge, and it a l s o  provides da ta  f o r  manage- 
ment determination of t he  c o n t r a c t o r ' s  continued need f o r  the  machines. 
Moreover, our r epo r t  po in t s  out  the  e x i s t i n g  i nequ i t i e s  caused by bas ic  
d i f fe rences  i n  the  r e n t a l  formula appl ied a t  d i f f e r e n t  loca t ions .  

Recommendation 

W e  recommend t o  the  Secretary  of  Defense t h a t  the  ASPR Committee 
c lo se ly  examine the f e a s i b i l i t y  of computing r e n t  on a machine-by-machine 
ba s i s  and s i m i l a r l y  applying the  r e n t  c r e d i t  f o r  Government ren t- f ree  use 
t o  each machine above an e s t ab l i shed  d o l l a r  value i n  i t s  r a t i o  of Govern- 
ment versus commercial machine hours of use. 
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Revised r e n t a l  procedure needed t o  increase  
r e t u r n  on investment i n  heavy presses 

The A i r  Force heavy press  program was begun during World War I1 as 
an attempt t o  produce major a i r c r a f t  s t r u c t u r a l  elements through forging 
and ex t rus ion  processes.  Since t h e r e  was no commercial requirement a t  t he  
t i m e  f o r  presses of t h i s  s i z e ,  t he  A i r  Force undertook the  sponsorship and 
support of t h e  heavy press program. The f i r s t  of these  presses was re-  
leased t o  production i n  1946; addi t iona l  presses  were acquired during the  
1950's. The program cu r ren t ly  includes about 13 presses ,  cos t ing  about 
$76.4  mil l ion ,  which a r e  located a t  seven p lan ts .  
Government owned and three  a r e  contractor-owned. Also, the  A i r  Force has 
provided land, buildings,  and support equipment cost ing about $132.6 m i l -  
l i on .  1 

Four of these p l an t s  a r e  

Rent f o r  t h e  use of t h e  heavy presses  has general ly  been charged f o r  
a l l  work, both Government and commercial, a t  t he  rate of 4 percent of 
s a l e s .  A i r  Force o f f i c i a l s  said  t h a t  one of t h e  reasons f o r  basing ren t  on 
sales w a s  t o  relieve t h e  operators  of some of t he  r i s k  of i n i t i a l  operat ion 
during e a r l y  s tages  of t h e  program. 
t h e  r i s k ,  s ince  no r en t  would be due from the operator  un less  a sa lab le  
product w a s  produced and sold.  A second reason fo r ' ba s ing  r en t  on s a l e s  
w a s  ease of adminis t ra t ion.  
Government surve i l lance  could be held t o  a minimum. 

Basing ren t  on sales removed pa r t  of 

U t i l i za t ion  records would not be necessary and 

A t  t h e  t h ree  loca t ions  v i s i t e d ,  w e  found t h a t  t h e  heavy p re s s  ren t  
l i a b i l i t y  f o r  t h e  most recent  12-month period ava i l ab l e  t o t a l ed  about 
$1.9 mi l l ion .  
ment work. 
r e tu rns  on the  Government investment ranging from 1.03 t o  2.03 percent.  

Of t h i s  amount, about $1.4 mi l l ion  was appl icable  t o  Govern- 
The t o t a l  r e n t  l i a b i l i t i e s  i n  t h i s  12-month period represented 

I n  some cases t h e  presses  were used a t  capacity and s ign i f i can t  
amounts of commercial products were being processed. I n  comparison with 
cur ren t  rates of r e tu rn  on Government bonds and commercial paper, the  1 t o  
2 percent annual r e tu rn  on t h e  Government's investment i n  heavy presses  
appears t o  be too  s m a l l  from a f inanc ia l  point  of view. 

W e  d id  not review the  pr ic ing  o r  purchase orders  a t  higher subcontract 
o r  prime cont rac t  levels t o  determine the  e f f e c t  of t h e  r e n t a l  cost  on end- 
i t e m  p r i ce s .  However, s ince  t h e  press  operators  may be below the  f i r s t  
t i e r  subcontract  level, t he  por t ion  of t he  end-item p r i c e  a t t r i b u t a b l e  t o  
r e n t  may include t h e  i n d i r e c t  expense and p r o f i t  f a c t o r s  of one o r  more 
tiers. 
t i e r ,  it seems log ica l  t h a t  the  cos t  of ren t  included i n  the  Government's 
end-item p r i ce s  may be s ign i f i can t ly  g rea t e r  than the  r e n t  received by the  
Government from the  heavy press operators  f o r  the  same work. 

Because of t he  appl ica t ion  of such f a c t o r s  t o  t h e  cost  base a t  each 

'Data i n  t h i s  paragraph are based on a 1962 r epo r t ;  however, an Air Force 
o f f i c i a l  a t  Wright-Patterson Air Force Base advised us t h a t  t he re  had 
been no s i g n i f i c a n t  changes a f t e r  t h a t  t i m e .  
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One reason which has been advanced by A i r  Force o f f i c i a l s  f o r  r e t a i n-  
ing the  present rates was t h a t  an increase i n  r e n t a l  r a t e s  appl icable  t o  
both 2ommercial and Government businesses would cause increased spending of 
appropriated procurement funds, because of t he  inc lus ion  of ren t  cos t s ,  
p lus  t he  appl ica t ion  thereon of i n d i r e c t  expense and p r o f i t  f a c t o r s  of 
higher t ier  subcontractors and the  prime cont rac tor ,  i n  t he  end-item 
prices. 
work w a s  the  d i f f i c u l t y  of ensuring t h a t  t he  Government would receive ade- 
quate considerat ion f o r  ren t- f ree  use,  a s  i s  required by ASPR 13-402. 
Since t h e  heavy press  operators  a r e  o f t en  as low as t h e  t h i r d  t i e r  subcon- 
t r a c t  l e v e l ,  they s t a t ed  t h a t  it  would be d i f f i c u l t  ' to determine whether a 
reduction i n  the  press  operators '  cos t s  would be passed on through a l l  t h e  
higher t iers  and would result i n  lower end-item p r i ce s .  
fu r the r  t h a t  they would authorize r en t- f r ee  use under spec i a l  circumstances. 
They said t h a t  t he  Navy has prime cont rac t s  with t h r e e  extrusion press op- 
e r a t o r s  under which ren t- f ree  use would be f ea s ib l e  but has not been re- 
quested. 

A i r  Force o f f i c i a l s  sa id  t h a t  t h e  reason f o r  charging r en t  f o r  a l l  

They s t a t e d  

A review of heavy p r e s s  r e n t a l  p o l i c i e s  was requested by OEP i n  1965, 
with a view t o  poss ib le  modifications which would increase  t h e  year ly  mone- 
t a r y  r e tu rn  t o  t he  Government. 
o f f i c i a l s  would not provide us with information developed under t h i s  review 
because the  report  had not been released.  

The review was made i n  1966. Air Force 

Conclusions 

W e  bel ieve t h a t  t h e r e  i s  an a l t e r n a t i v e  t o  an across-the-board in-  
crease which appears t o  be more equi tab le  and which, a t  t he  same t i m e ,  
should br ing a more r e a l i s t i c  r e tu rn  t o  t he  Government. 
authorize  ren t- f ree  use of t he -p r e s se s  when used on Government work and t o  
increase  t h e  r e n t a l  f o r  commercial use of the  equipment. 

This would be t o  

The ove ra l l  use of t he  presses has s ign i f i can t ly  increased s ince  the  
inception of the  program. Although the predominance of use i s  f o r  Govern- 
ment end-items, s ign i f i can t  amounts of commercial s a l e s  are now being pro- 
cessed through the  presses .  
surance t h a t  Government end-item p r i ce s  a r e  not  s i g n i f i c a n t l y  increased by 
the pyramiding of higher t i e r  ind i r ec t  expenses and p r o f i t  on t h e  r en t  cost  
included i n  pr ices  t o  t h e  Government of forgings and extrusions.  The au- 
tho r i za t ion  of ren t- f ree  use f o r  Government work would a l so  be cons is ten t  
with t he  general  l ea s ing  p rac t i ce s  governing ottier types  of I P E  used by 
contractors  and subcontractors on Government orders .  

Also, the  present procedure provides no as-  

I n  comparison with current  rates of r e tu rn  on Government bonds and 
commercial paper, t h e  1 t o  2 percent annual re turn  on t he  Governaent's i n-  
vestment i n  heavy presses i s  not acceptable,  i n  our opinion, from a fifian- 
c i a 1  point  of view. We proposed, therefore ,  t h a t  DOD reexamine i t s  current  
policy of not authoriz ing ren t- f ree  use of Air Force heavy presses used on 
Government work and t h a t  p r i o r i t y  e f f o r t  be applied t o  increasing the  
Government's r e tu rn  through r e n t a l  arrangements. 
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Agency comments 

The Deputy Assistant Secretary has advised us t h a t  DOD, i n  conjunction 
with t h e  Air Force, i s  reexamining exis t ing  arrangements per taining t o  
r e n t a l  charges for use of these presses and i s  considering such aspects as 
the  waiving of r e n t a l  charges fo r  Government work, t he  increasing of  r en ta l  
re turns  on commercial use, and the f e a s i b i l i t y  of s e l l i n g  some of the 
presses t o  Defense contractors .  

3 4  



Modernization of industrial plant equipment 

Prospects of continued large Government 
investment in machine tools 
in possession of contractors 

The basic policy of DOD, as stated in ASPR, is very restrictive as to 
furnishing new Government-owned facilities, including industrial plant 
equipment, to contractors. 
not be furnished where an economical, practical, and appropriate alterna- 
tive exists. 

It provides generally that new facilities shall 

The Department of Defense program for replacement of Government-owned 
machine tools was initiated in 1955 for the purpose of maintaining such 
tools in a modern condition. To accomplish this objective, the military 
departments were to include in their annual budget requests from 2 to 
5 percent of the acquisition cost of the machine tools listed in departmen- 
tal inventories. The replticement of machine tools is distinguished, in DOD 
directives, from the provision of additional facilities to increase produc- 
tion capacity. 

According to DOD reports, the cost of machine tools in military inven- 
tories as of October 1966 was $2.8 billion, with most of these tools in 
possession of contractors. Fiscal year 1966 expenditures amounted to about 
$51.5 million for modernization and replacement purposes. 
tures had risen from an average of $27 .4  million in the 1958 through 1963 
fiscal year period. 
fiscal year 1967. 

Such expendi- 

Expenditures of $65.8 million were forecast for the 

Anticipated savings not always realized 
as planned 

Department of Defense Directive 4275.5 requires that the replacement 
This directive recom- of machine tools be justified on economic grounds. 

mends that machines not be replaced unless their cost can be amortized 
through operating savings in a period of about 3-1/2 years. 

The justification, which is prescribed under another DOD instruction, 
4215.14, must show that the savings were based on a comparison of  the op- 
erating costs of the machines then in use with ,the operating costs of a 
new machine which could replace the older machines. The reduction in cost 
is then computed for a 12-month period immediately following the date of 
preparation of the estimate on the basis of existing and anticipated pro- 
duction requirements known to the contractor. .Annual amortization costs of 
the machines are also considered in computing the saving. One year after 
each modernization item is released for production use, the contractor is 
required to submit a postanalysis report to show actual cost savings for 
that year. 

Our examination into the justification and the first-year savings in- 
cluded in the postanalysis reports of five contractors, which had acquired 
machines under this program, indicated that savings had not been achieved 
as planned by four of the five contractors and that planned savings had 
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been exceeded by the fifth contractor, as shown below. We did not review 
the savings reported by the contractors. 

No. of 
Con- machines Cost of 

tractor acquired machines 

A 25 $ 3  , 223,000 
B 18 2 , 438,000 
C 4 886 000 
D 3 471,000 
E - 10 1,490,000 

Total $8,508.000 

First-year savings 

Included in amount 
Estimated 

real ized just if icat ion 

$1,876,000 $ 855,000 
1 , 600,000 520,000 

405,000 49,000 
272,000 176,000 

1,380,000 2,164,000 

$5,533,000 

Justifications 
in excess 
of amounts 
real i zed 

$1,021,000 
1,080,000 

356 , 000 
96,000 

-7 84,000 

$1 769 000 &A- 

Although the savings were not achieved as planned by four contractors, 
it appears that the reported first-year savings would have provided for 
recovery of the Government's investment approximately in the 3-1/2-year 
guideline prescribed by the Department f o r  three of the five contractors. 
However, for contractor A ,  one of the machines used on military production 
during the first year, which accounted for $450,000 of the reported first- 
year savings, was subsequently diverted to commercial work for about 75 
percent of the production time. For contractor E also, machines usage in 
later years for commercial work began at 12 percent and, in one instance, 
reached as high as 97 percent of production time. Most of these machines 
were subsequently sold to the contractor. 

We found differences between the savings proposed in the justifica- 
tions and the reported savings due to the failure ofDepartment guidelines 
to recognize the lead time needed to acquire and put the machines in oper- 
ation and due to numerous errors in justification documents for contractor 
machinery acquisitions. 

Acquisition lead time 

The present Department of Defense guidelines for the computation of 
cost savings to be realized through the use of new machines do not recog- 
nize the time required to approve, procure, and install a machine and to 
make it operational. Instead, the guidelines require that contractors use 
the 12-month period immediately following the date of preparation of the 
formal justification as the base period for computing savings expected to 
result from the use of the new machinery. 

In our review of the five contractorst machine acquisitions, we found 
that a considerable amount of time had elapsed from the date the justifica- 
tions were prepared until the machines were put into operation. 
contractor, for example, the elapsed time averaged 20 months. In the case 
of two contractors, we noted no appreciable adverse effect; however, three 
contractors had substantially less Government production for the machines 
involved than they had estimated when justifying the machine acquisition. 

For one 
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For example, a contractor justified acquisition of machines on the ba- 
sis of known or anticipated production under certain programs for the 12- 
month period immediately following the date of preparation of the justifi- 
cations. However, from 9 to 36 months, o r  an average of 20 months, elapsed 
before the machines became operational. After the first year of production, 
contractor reports showed savings of $855,000 resulting from the use of 
these machines compared with the $1.9 million annual savings utilized to 
justify acquisition. The reports showed that, during the first year, the 
actual use was only 53,000 hours whereas it had been estimated at 152,000 
hours. 

Three machines costing $345,000 had not been used to any great extent 
at the time of our review because they had not become operational until 19 
months after completion of the production order for which the acquisition 
was justified. 
about $2,000 during the first year after acquisition compared with esti- 
mated savings of $165,000 used to justify their procurement. 
tractor included in the justification the production requirements for three 
different missile configurations for which it was known that production 
would be virtually completed or substantially curtailed by the time the ma- 
chines could be installed or would be substantially curtailed during the 
year following installation of the machines. 

Savings attributable to these machines amounted to only 

Another con- 

Preparation and review of justification data 

We found numerous errors in contractors' justifications which, if they 
had been detected and corrected, would have indicated that the savings an- 
ticipated from use of the machines were not sufficient to recover the cost 
of the machines as specified on the form submitted. Among the errors were 
estimates of production requirements in excess of requirements shown on 
contractors' production forecasts; labor and efficiency rates in excess of 
the rates warranted on the basis of actual experience and records; and in 
two cases, inclusion of the savings anticipated on commercial production. 

At the one military command headquarters visited, available records 
indicated to us that a detailed review had not been made of contractors' 
justifications. Officials at the headquarters advised us that they had 
relied on the accuracy of the presentation by contractors and the evalua- 
tion by the service plant representative. 
these officials that, due to a shortage of manpower, they had been able to 
perform only limited reviews. 

Further, we were advised by 

Agency officials at one contractor's plant, in most instances, for- 
warded the justifications to higher headquarters without specific findings, 
corrections, or recommendations. Officials at another contractor's plant 
advised us that their review of justifications consisted of examining, on a 
selective basis, supporting records such as cost records and purchase order 
requirements. Although we found in the files at one location reference to 
reviews by the military service representative, we found no evidence as to 
the records examined or  the extent of the review. 
representatives stated they had reviewed cost savings information in a few 
cases, but with little success due to lack of support for the savings esti- 
mate. 

The military service 
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For example, one contractor submitted a request for an 8,000-ton press 
valued at about $1.4 million. 
annual production of 79,380 units of a jet engine blade, including both 
commercial and Government requirements. A production forecast submitted 
by the contractor with the justification showed 27,215 units of the blades 
for about the same period as the 79,380 units used in the justification. 
The 27,215 units consisted of 14,507 units of the military blade and 12,708 
units of the commercial blade. 

The justification was based on a projected 

After installation of the 8,000-ton press, the contractor reported 
production of 10,118 blades on the press during the first year. Total pro- 
duction was about 24,000 blades on all presses during the same period. Af- 
ter the first year, the press was used extensively for commercial produc- 
tion. 
requested the resident auditor at the contractor's plant to review the 
validity of the justification data. However, officials at the command 
headquarters authorized procurement of the press before the review was 
made. The responsible military service representatives had, in several in- 
stances, attempted to verify the savings claimed but found that the con- 
tractor was unable to substantiate its computations or to show that the 
savings were passed ,on to the Government. 

Prior to approval of purchase of the press, the contracting officer 

Expenditures of $471,000 for three machines were approved for another 
contractor on the basis of first-year savings of $272,000. We found that 
the projected estimated swings data were substantially overstated. This 
resulted from the contractor's basing the savings computation in part on 
excessive indirect labor rates and on maintenance charges lower than indi- 
cated by experience and failing to include tooling costs attributable to 
modern machines. After adjustment for these differences, savings of about 
$154,500 for the first year of operation would have been indicated. Our 
review of the files on the contractor justifications involved indicated to 
us that a thorough review of the justifications had not been performed. 
most instances, justifications were forwarded to higher headquarters with- 
out specific findings, corrections, or recommendations. 

In 

Although we are unable to surmise the effect that accurate justifica- 
tion data would have had on the decision to purchase the machines discussed 
in the above examples, we believe that it is evident that such decisions 
should be based upon accurate information. 

Need for assurance that resulting savings 
will be passed on to the Government 

Savings resulting from the modernization and replacement of machines 
used under cost reimbursement contracts are passed on to the Government 
since reimbursement to the contractor is based on costs incurred. For 
incentive-type contracts priced prior to a modernization action, the Gov- 
ernment participates in savings resulting from use of new machines only to 
the extent of its profit-sharing ratio. 
contracts priced prior to modernization action, no return is normally 
achieved unless special contract provisions are made. 

In the case of firm fixed-price 
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At the time of our review, the Department's procedures did not require 
a contractual provision for recovery by the Government either of savings, 
under firm fixed-price contracts or of the full amount of savings under 
incentive-type contracts. 
where price adjustments seemed to be appropriate to permit the Government 
to realize the full savings resulting from the provision of new Government- 
furnished equipment. However, we also found that in many cases the savings 
reported by the contractor were not supported by sufficient documentation 
for verification. 

In our reviews, we identified certain contracts 

For example, as discussed previously, in 1960 a contractor acquired an 
8,000-ton press at a cost of $1.4 million for production of jet engine 
blades. 
$450,000 for the l-year period when the press was in productive use. 
Air Force review of the savings disclosed that the savings had been based 
on judgment and assumptions, and contractor officials agreed with the con- 
clusions of the Air Force review. We found that there had been no price 
reduction under fixed-price contracts for blades produced on the new ma- 
chine during the first year of production. 
June 1966 indicated that there had been no improvement in the contractor's 
accounting system with respect to determination of savings. 

In May 1963, the contractor submitted a report showing savings of 
An 

Another Air Force review in 

Another contractor had a number of multimillion-dollar incentive-type 
contracts which had been negotiated before various new machines were added 
to its facilities contract and were in an active status at least a year af- 
ter the machines were placed in operation. The prices of these contracts 
had not been specifically adjusted to reflect modernization savings. The 
utilization of the machines under a contract could not be determined from 
the contractor's records. Government contracting officials told us, how- 
ever, that, during the operating period referred to, the machines were 
utilized almost entirely on Government programs and that they could have 
been used on the incentive contracts. 

The Department currently has in process a proposed new ASPR section 
7-705.20 which provides that any savings under certain types of contract 
that result from the furnishing of new equipment are to be returned to the 
Government either as direct reimbursements or through contract price re- 
ductions. It also prescribes the maintenance of adequate records for this 
purpose. 
tracts o r  to fixed-price contracts or subcontraFts with escalation. 

The section is limited to firm fixed-price contracts or subcon- 

Private investment in plant equipment 
not always encouraged 

DOD Directive 4275.5 states as a general policy that: 

"Basically, the contractor will be encouraged to replace old, in- 
efficient Government-owned equipment or manufacturing processes 
with modern more efficient, privately,owned equipment. **' 
In submitting justifications, contractors generally were not required 

to include statements as to their ability or willingness to finance the 
equipment. At most locations where we inquired into this matter, either 
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the contractors had not been requested to acquire privately owned equipment 
or the files gave no indication that use of private funds had been consid- 
ered in evaluating the proposals we examined. 

A s  to the latter cases, we were informed by Government officials that 
contractors had been encouraged to use private capital; however, no record 
of such attempts was found. 
possibility of contractor financing had been questioned in connection with 
certain submissions; in which cases Government financing was justified be- 
cause of contractor investment in other equipment or facilities. It ap- 
pears to us that the Government's investment in this program is suffi- 
ciently great that the question of contractor financing should receive 
positive attention in all cases. 

At two locations,we did find evidence that the 

For example, four items of IPE were being furnished to one contractor 
under modernization programs at a total estimated cost of $422,000. 
contractor's investment in.IPE was three times that of the cognizant mili- 
tary service and included his expending $4.4 million for 110 items of IPE 
in 1965 and 1966. Contractor officials indicated to us that, if the pur- 
chase of the four items had been necessary? they would have been willing 
to make the investment at that time. Service officials stated that they 
had made the replacements on the basis of estimated swings anticipated 
from the provision of more efficient machines and that they were following 
the replacement guidelines set out under DOD Directive 4275.5 which states, 
in part: 

The 

''Five percent of the value of the inventory of production equip- 
ment in current use will be considered as a valid level for pro- 
gramming annual replacement of the active industrial equipment. ***" 
The fiscal year 1966 modernization program for another contractor in- 

cluded four gear-making machines amounting to $232,100. The justification 
for replacement was based on data shoving that the investment would be re- 
paid within 3 to 4 years through reduced operating costs. We noted that, 
to achieve this objective, the initial-year use would have had to exceed 
current use by about eight times but that, as of September 1966, the con- 
tractor still had no active requisitions for additional gear machine oper- 
ators. Moreover, one of the replaced machines had been used exclusively 
for commercial work for at least a year. Military officials informed us 
that the contractor had not been encouraged to invest its own capital in 
these machines. 

DOD officials informed us that existing and experimental incentives 
have met with limited success in encouraging private investment in IPE. 
Department officials directed our attention to the following factors. 

1. The weighted guidelines which provide additional profit to contrac- 
tors providing equipment required for DOD contracts were generally 
considered insufficient by contractors to warrant purchase of the 
IPE. 

2. The facilities amortization plan which guarantees contractors a 
minimum depreciation recovery had been tested at some contractor 
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plants and was unsuccessful. Under this plan, if a contract were 
terminated before 50 percent of the investment had been written of f  
for tax purposes, the Government would underwrite the difference. 
Contractors felt that this procedure offered no greater incentive 
than that currently existing under tax regulations which allows ac- 
celerated depreciation charges. 

3 .  The short duration of Government contracts, as a practical matter, 
reduced the incentive for contractor investment. 

4 .  In allocating funds under modernization programs, the Department 
gave consideration to the contractor's record of investing its cap- 
ital in equipment. The needs of the overall military programs were 
the underlying consideration; however, the estimated savings shown 
on the application for the IPE was a primary factor in providing 
funds. 

One contractor informed us  that its policy was to invest in IPE one 
half of its after-tax earnings, plus the amount of depreciation for the pe- 
riod. 
funds and the DIPEC inventory. The stated policy appears to be in conso- 
nance with present DOD objectives in the modernization program. 

The remaining IPE needed would then be requested from modernization 

Conclusions 

While the Department's policy is very restrictive as to the conditions 
under which new Government facilities will be furnished to contractors, the 
modernization and replacement program appears to provide a means for con- 
tractors to acquire new machines for old ones under different and less re- 
strictive criteria. The program as presently administered will, in our 
opinion, perpetuate the large Government investment in general purpose ma- 
chine tools in possession of contractors and thus defer indefinitely the 
time when contractors must furnish all facilities, in accordance with the 
Department's basic policy, required for performance of a Government con- 
tract. 

We proposed that, in consonance with the foregoing conclusions, the 
Department place concentrated effort on the revision and administration of 
the following aspects of its industrial facility modernization and replace- 
ment program. 

I. Inclusion in procedures of a requirement for the specific consider- 
ation o f ,  and a statement as to, the contractor's ability or will- 
ingness to privately finance modernization proposals. 

2. Consideration of a revision of guidelines to make the provision of 
Government-furnished plant equipment more directly related to new, 
major defense programs. 

3. Improvement in the validity and review of justification and actual 
experience data, with particular attention to the commercial use 
of Government-furnished equipment. 
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4. A reexamination of the principle of recovery of savings through re- 
pricing of incentive-type contracts and subcontracts. 

Agency comments 

The Deputy Assistant Secretary agreed with our proposals and stated 
that it was DOD's policy that the contractor be encouraged to replace old, 
inefficient Government tools with more modern, efficient, privately owned 
tools. He indicated that current procedures would be modified to require 
the specific consideration of and a statement as to, the contractor's in- 
ability or unwillingness to finance equipment modernization. 1 

r 
The Deputy Assistant Secretary advised us that the Department would 

review the need to revise its guidelines as they apply to both new and ex- 
isting major defense programs. He indicated that the problems highlighted 
in our report stemmed primarily from administration of the modernization 
program rather than from inadequate guidelines. He stated that such defi- 
ciencies would be corrected'through a program to improve the technical com- 
petency of Government property administrators, which would require more de- 
tailed evaluations of the validity and review of justification and experi- 
ence data at the local levels and workload projections far enough in the 
future to allow for administrative and procurement lead time. 

The Deputy Assistant Secretary indicated also that the subject of re- 
covery of savings under all types of contracts had been under consideration 
by the ASPR Committee for some time and that the views expressed by the 
General Accounting Office on recovery of savings in the repricing of 
incentive-type contracts were being considered by the Committee. 
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Transportation and installation costs 

We noted at some contractor locations that the costs  of installation 
and/or transportation associated with the acquisition of IPE had not been 
identified and recorded. 

These circumstances are not in accordance with the accounting princi- 
ples and standards prescribed by the Comptroller General of the United 
States providing that the basic costs of property shall reflect all costs 
associated with acquiring the assets in the place and form they are to be 
used and managed. 

The ASPR, section 7-702.12, provides that, for rental computations, 
the cost of facilities- shall include the cost of transportation and instal- 
lation. We found that these costs had in some cases been applied as a per- 
centage factor to the acquisition cost of IPE being rented by contractors. 
One contractor added a faotor of 3.5 percent, another contractor added a 
factor of 1 percent. That these costs can be significant is illustrated by 
the fact that, in one case, a contractor increased the rental base for IPE 
by as much as $800,000 through the addition of a factor for transportation 
and installation. At one contractor location where installation and trans- 
portation costs had not been recorded, rent was computed without the addi- 
tion of a factor for these costs. 

" 

The ASPR authorizes contractors to use DD Form 1342 as the subsidiary 
property record for IPE, but the form does not provide for the costs of 
transportation and installation to be accumulated and recorded. Contrac- 
tors sometimes rely on this record as a means of accounting control and as 
a basis for reporting. 

Conclusions 

We believe that the recording of such costs is necessary to provide 
reliable and visible cost experience data for property management decisions 
involving economic considerations such as those related to acquisition, re- 
distribution, and disposal of these assets, as well as for rental calcula- 
tions. 
for Government-owned property, for management decisions, and for rental 
charges, we proposed that contracting practices and ASPR provisions be 
studied with the objective of providing a method for appropriately accumu- 
lating, recording, and reporting transportation and installation costs 
which are borne by the Government. 

In order to provide an accurate and uniform basis for accounting 

Agency comments 

The Deputy Assistant Secretary agreed that, as a denera1 principle, 
the cost of plant equipment should include the cost of transportation for 
delivery to the current installation site, including the cost of installa- 
tion. Further, he stated that compliance with ASPR 7-702.12 made it nec- 
essary that the cost of plant equipment include the'cost of transporting 
and installing plant equipment in the present location in Defense contrac- 
tors' plants for the purpose of determining charges for use of the equip- 
ment. He stated that action would be taken to ensure compliance with this 
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requirement by amending ASPR a f t e r  study of the  most f e a s i b l e  way of ob- 
t a in ing  equi tab le  cos t  da ta  by accounting or  s t a t i s t i c a l  methods. 

Duplicate recordkeeping 

The Navy is  maintaining records of i t s  IPE, which dupl ica te  those 
maintained by contractors  and DIPEC. 
Bayonne, New Jersey ,  maintains records of Navy-owned IPE involving near ly  
13,000 items of property f o r  about 175  cont rac tors .  S imi la r ly ,  the  Naval 
Training Center, Great Lakes, I l l i n o i s ,  maintains records  involving 22,600 
i t e m s  of Navy-owned IPE, which dupl ica te  those of about 100 contractors .  

The Naval Supply Center located i n  

Paragraphs 025307 and 036050 of the  Navy Comptroller 's Manual provide 
f o r  t h i s  property accounting r e spons ib i l i t y  and paragraph 025307 ind ica tes  
t h a t  there  a r e  a t o t a l  of 21 naval a c t i v i t i e s  which maintain records of 
Navy-owned IPE i n  the possession of cont rac tors .  We were to ld  t h a t  these 
records serve as a cont ro l  over Navy-owned IPE.  Moreover, naval accounting 
a c t i v i t i e s  a r e  authorized t o  prepare monthly r econc i l i a t i ons  of p lan t  ac- 
count (NAVCONPT Form 167) which a r e  sen t  t o  cont rac tors ,  DIPEC, and the r e -  
spect ive naval regional  f inance centers  when changes occur during the  
month. Otherwise the r econc i l i a t i ons  a r e  prepared on a semiannual bas i s .  

Conclusion 

This recordkeeping, while required by Navy procedures, appears t o  be 
i n  c o n f l i c t  with ASPR B-301(a) which r e l a t e s  t o  cont ro l  records  maintained 
by a contractor  f o r  Government property. This s ec t ion  s tates ,  i n  p a r t ,  
t h a t :  

"*** I t  is  the  Government's policy t o  designate and use such rec-  
ords as the  o f f i c i a l  cont rac t  records ,  and not t o  maintain dupli-  
c a t e  property cont ro l  records ***." 
W e  proposed t h a t  a study be made of methods by which DIPEC records  

could be used €or Navy property management purposes, with the  ob jec t ive  of 
e l iminat ing dupl ica te  recordkeeping by the  Navy, and t h a t  DOD inves t iga te  
the  p o s s i b i l i t y  of s i m i l a r  dupl icat ions  i n  the  o ther  mi l i t a ry  se rv ices .  

Agency comments 

The Deputy Assis tant  Secretary advised us  t h a t  dupl ica te  recordkeep- 
ing r e l a t e d  t o  Navy-owned IPE i n  possession of cont rac tors  w a s  being d i s-  
continued and t h a t  the  requirement f o r  records would be s a t i s f i e d  by r e l i -  
ance upon both the contractor  and the DIPEC property records.  He fu r the r  
s t a t e d  t h a t  ASPR (apps. B and C> w a s  being revised t o  prevent dupl ica t ion  
of property records i n  a l l  Defense agencies and, i f  o ther  dupl icat ions  
were found i n  the  mi l i t a ry  departments, cor rec t ive  ac t ion  would be i n i t i -  
ated.  

Real property 

Our review of t he  accounting and cont ro l  of Government-owned r e a l  
property f a c i l i t i e s  being used by cont rac tors  w a s  very l imited.  We did 
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find in a few instances that capi.tal improvement-s to Government-owned real 
property were not properly reflected in asset accounts. 

For example, replacement of a portion of the plant's electrical dis- 
tribution system costing about $104,100 was determined not to be of a capi- 
tal nature because it replaced an existing system. We noted, however, that 
the capacity of the system to provide service was significantly greater af- 
ter its installation and that the useful life of the property was extended 
by at least 10 years. 

In another instance, an atmospherically-controlled room w a s  con- 
structed at a cost of about $37,800 to house four gear machines and related 
test equipment but the cost was expensed because the room did not alter the 
exterior dimension of the plant. 

In accounting for changes as described above, the accounting princi- 
ples and standards prescribed by the Comptroller General provide that the 
cost of the replacement property will be capitalized and that the cost of 
features superseded or destroyed in the process will be removed from the 
property accounts. 

We believe that it is important that guidelines be prescribed in suf- 
ficient depth to achieve accurate and uniform accounting treatment of such 
costs, so  as to minimize inconsistencies in the records because of varying 
personal opinions. 

Agency comments 

The Deputy Assistant Secretary advised us that DOD would develop for 
inclusion in the ASPR necessary criteria for capitalizing or expensing 
costs incurred on Government real property in possession of Defense con- 
tractors. 
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SPECIAL TOOLING AND SPECIAL TEST EUUIPMENT 

Weaknesses observed in controls over 
special toolinn and sr>ecial test euuiDment 

Special tooling and special test equipment in the possession of con- 
tractors represent a significant investment by the Government. The esti- 
mated cost of this class of property at the contractors' plants we $is- 
ited amounted to more than $347 million, or over one third of the cost of 
Government property in the possession of those contractors. 

We found weaknesses in the control of this property due to deficien- 
cies in inventory practices, absence of financial controls, and absence of 
a requirement for surveillance by Government property administrators of 
special tooling in possession of subcontractors. Also, in some instances, 
Government-owned tooling was not identifiable by physical markings or in 
property records. 

In addition, we noted that, as of February 1965, Air Force reviews of 
tooling at contractor plants disclosed that items classified as special 
tooling included over 72,000 items valued at about $84 million, which were 
facility-type or general-purpose items. 
to commercial purposes. Although our examination into the classification 
of tooling and test equipment was limited, we believe that the matter is 
of sufficient importance, particularly as evidence of the need for finan- 
cial control of this property, that we have included our general observa- 
tions in this section. 

Much of this property is adaptable 

General information 

The ASPR, under section B-103.14 which is incorporated in contracts 
by reference, defines special tooling, including special test equipment as 
items 

"***of such a specialized nature that, without substantial modi- 
fication or alteration, their use is limited to the production of 
such supplies or parts thereof, or the performance of such ser- 
vices, as are peculiar to the needs of the Government, ***I' 

1 The definition specifically excludes consumable small tools. 

The ASPR states that it is the policy of DOD to have contractors fur- 
nish and retain title to special tooling required for the performance of 
Defense contracts wherever practicable. 
ment acquisition of title or the right to title in special tooling cre- 
ates substantial administrative burdens, encumbers the competitive pro- 
curement process, and frequently results in the retention of special tool- 
ing without a clear advantage to the Government. 

The ASPR points out that Govern- 

I 
This definition is somewhat different from that contained in section XIII 
of the ASPR which is included in the background section of this report. 
In Contract Administration Panel Case 64-310, a change is proposed to the 
ASPR which will conform the definition in appendix B to that included in 
section XIII. 
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The DOD has directed contracting officers to consider the particular 
circumstances of each procurement in determining whether the advantages 
of acquiring special tooling or rights thereto outweigh the disadvantages. 
In this connection, the ASPR states that, where there is not adequate 
price competition, the Government typically pays the full cost of the spe- 
cial tooling regardless of who owns or has rights to it and that there- 
fore it is usually appropriate for the Government to acquire special tool- 
ing or rights thereto. The regulation states, however, that for fixed- 
price contracts where a certificate of current cost or pricing data is not 
required, special tooling or rights thereto shall not be acquired unless 
the contracting officer determines such acquisition to be advantageous to 
the Government e 

The ASPR provides for varying degrees of control over Government- 
owned special tooling, depending on the contract under which it is ac- 
quired. These provisions are summarized as follows: 

1, In formally advertised procurements, each item of special tooling 
to be acquired by the Government is clearly identified in the in- 
vitation for bids by separate item or by category if individual 
items are low in value. Generally, the Government takes title 
to such tooling when it is delivered by the contractor. 

2. In cost-reimbursement-type contracts, title to a11 special tool- 
ing furnished by the Government remains in the Government and 
title to all special tooling purchased or fabricated by the con- 
tractor, the cost of which the contractor is entitled to be re- 
imbursed, passes to and vests in the Government. Special tooling 
acquired under cost-reimbursement-type contracts is subject to 
property controls incorporated in the ASPR. These controls in 
part require that the contractor maintain records of special 
tooling and provide that a Government property administrator be 
assigned to ensure that the contractor does, in fact, maintain 
adequate control over the property. 

3. In other negotiated procurements, each item of special tooling to 
be acquired is identified by separate item in the contract wherever 
practicable or by category if individual items are low in value. 
If such identification is impracticable, title to special tooling 
may be obtained through use of a special tooling clause prescribed 
in ASPR. 

The special tooling clause provides that the contracting officer 
may request the contractor to provide, within 60 days after deliv- 
ery of the first production end-items, a list of a l l  special tool- 
ing acquired or manufactured by the contractor for use in the per- 
formance of the contract and provides also that, at the option of 
the contracting officer, the contractor, upon completion or termi- 
nation of all or a substantial part of the work under the contract, 
shall furnish a final list in the same form covering all items not 
previously reported. 
If the contracting officer requests a list of special tooling, he 
is required, among other things, to furnish the contractor informa- 
tion regarding the special tooling to which the Government desires 
to take title. 
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P r i o r  t o  the t i m e  when the Government t a k e s  t i t l e ,  s p e c i a l  t o o l i n g  
manufactured o r  acquired  by a c o n t r a c t o r  under the p r o v i s i o n s  of 
the s p e c i a l  t o o l i n g  clause i s  n o t  s u b j e c t  t o  the c o n t r o l s  of ap- 
pendix  B and t o  surveillance by the p roper ty  a d m i n i s t r a t o r .  In- 
s t e a d ,  the c o n t r a c t o r  is  r e q u i r e d  t o  fo l low i t s  normal i n d u s t r i a l  
p r a c t i c e  i n  mainta in ing p roper ty  c o n t r o l  r e c o r d s  f o r  a l l  s p e c i a l  
t o o l i n g .  Once the Government has taken t i t l e ,  however, t h e  t o o l i n g  
i s  sub jec ted  t o  the p roper ty  c o n t r o l  p r e s c r i b e d  by appendix E,  
ASPR, and t o  s u r v e i l l a n c e  by the p roper ty  a d m i n i s t r a t o r .  

F i n a n c i a l  c o n t r o l s  

The purpose of  f i n a n c i a l  or monetary c o n t r o l  accounts  is t o  provide  a 
reasonab le  measure of assurance  t h a t  the d e t a i l e d  r e c o r d s  r e f l e c t  a l l  t r a n s-  
a c t i o n s  a f f e c t i n g  the p roper ty  and are a c c u r a t e l y  presented .  The monetary 
c o n t r o l  accounts  which are maintained by i n d i v i d u a l s  g e n e r a l l y  independent 
of those  mainta in ing the d e t a i l e d  p roper ty  r e c o r d s ,  summarize r e c e i p t s ,  d i s-  
p o s i t i o n s ,  and balances  on a d o l l a r  b a s i s .  The assurance  is provided by 
evidence of agreement between the c o n t r o l  account and the aggregate of t h e  
d e t a i l e d  records .  

Through independent inventory procedures ,  the p h y s i c a l  s ta tus  of the 
p roper ty  a s  p resen ted  i n  the d e t a i l e d  r e c o r d s  can be v e r i f i e d  or d i f f e r e n c e s  
d isc losed- - both  i n  u n i t s  and do l l a r s- - for  management i n v e s t i g a t i o n  and d i s-  
p o s i t i o n .  The ASPR p r e s c r i b e s  only the maintenance of i n d i v i d u a l  p roper ty  
r e c o r d s  r e f l e c t i n g ,  among o t h e r  t h i n g s ,  d e s c r i p t i o n ,  p r i c e ,  and q u a n t i t y  of 
i n d i v i d u a l  i t e m s  of s p e c i a l  t o o l i n g  and s p e c i a l  t e s t  equipment. 

Our review revea led  tha t  the absence of a requirement f o r  monetary con- 
t r o l  accounts  precluded the c o l l e c t i o n  of r e l i a b l e  f i n a n c i a l  informat ion  and, 
i n  our  opinion,  r e s u l t e d  i n  i n s u f f i c i e n t  i n t e r n a l  c o n t r o l  f o r  the p r o t e c t i o n  
of these assets. 

For example, a t  one c o n t r a c t o r ' s  p l a n t ,  t he  c o n t r a c t o r  maintained a 
p e r p e t u a l  inventory record  f o r  s p e c i a l  t o o l s  acqu i red  f o r  p roduc t ion  con- 
t r a c t s ,  
s p e c i a l  t o o l i n g  a t  the c o n t r a c t o r ' s  p l a n t ,  The c o n t r a c t s  provided tha t  the 
c o n t r a c t o r  would fo l low i t s  normal i n d u s t r i a l  p r a c t i c e  i n  mainta in ing p roper ty  
c o n t r o l  r e c o r d s ,  The c o n t r a c t o r  w a s  n o t  mainta in ing monetary c o n t r o l  ac- 
counts  and the s t o c k  record  ca rds  included both  contractor-owned and 

c a t i n g  u n i t  c o s t  da ta .  W e  could n o t  determine from the r e c o r d s  whether ex- 
i s t i n g  t o o l i n g  i s  c o n t r a c t o r  or Government owned. The c o n t r a c t o r  i n d i c a t e d  
tha t ,  t o  i d e n t i f y  Government -owned s p e c i a l  t o o l i n g ,  a p h y s i c a l  inventory  
would have t o  be taken and that 20 men would be r e q u i r e d  f o r  such an  inven- 
t o r y  over a pe r iod  of  1 f u l l  year. 

Severa l  y e a r s  ago, the  Government had acquired  $55 m i l l i o n  worth of 

Government-owned t o o l i n g  without  des igna t ion  of ownership and wi thout  ind i-  ! 

A t  another  c o n t r a c t o r ' s  p l a n t ,  p roper ty  r e c o r d  ca rds  were prepared  by 
t a b u l a t i n g  machines f o r  s p e c i a l  t o o l i n g  and s p e c i a l  tes t  equipment and were 
f i l e d  by Government c o n t r a c t  numbers. 
monetary c o n t r o l  accounts  f o r  s p e c i a l  too l ing .  We reques ted  t h e  c o n t r a c t o r  
t o  des igna te  the va lue  of  Government-owned s p e c i a l  t o o l i n g  i n  i t s  possess ion.  
The t o t a l  cost of such p roper ty  was es t imated  a t  $19.2 m i l l i o n .  This es t i-  
mate w a s  based on a count of  a measured inch of  p roper ty  r e c o r d s  and an 

The c o n t r a c t o r  was no t  mainta in ing 
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es t ima ted  average va lue  fo r  each of the items i n  t h a t  measured inch,  ap- 
p l i e d  t o  the t o t a l  measurement of p roper ty  r ecords .  

We have reviewed Contrac t  Adminis t ra t ion  Panel  Case 64-310 which con- 
t a i n s  proposed changes t o  the ASPR, and w e  f i n d  t h a t  these changes have n o t  
added a r e p i r e m e n t  f o r  maintenance of monetary c o n t r o l  accounts  f o r  spe-  
c i a l  t o o l i n g  and s p e c i a l  tes t  equipment. 

Need f o r  b e t t e r  i d e n t i f i c a t i o n  

ASPR recognizes  tha t  s p e c i a l  t o o l i n g  should be proper ly  marked and 
that  r e c o r d s  should d i s c l o s e  ownership and c o n t r a c t  des ignat ion .  It pro-  
v i d e s  t h a t ,  when the  t o o l s  are commingled with those  of a c o n t r a c t o r ,  they  
be c l e a r l y  i d e n t i f i e d  and recorded a s  Governinent p roper ty .  Add i t iona l ly ,  
ASPR s ta tes  t h a t  the c o n t r a c t o r ' s  proper ty  c o n t r o l  system s h a l l  provide ,  f o r  
each item of Government-owned s p e c i a l  t o o l i n g ,  the c o n t r a c t  number o r  equiv- 
a l e n t  code des igna t ion .  

Our review a t  f i v e  c o n t r a c t o r  p l a n t s  r evea led  cha t  Government-owned 
s p e c i a l  t o o l i n g  was no t  r e a d i l y  i d e n t i f i a b l e .  

W e  found a t  one c o n t r a c t o r ' s  p l a n t  tha t ,  some t o o l s  were no t  marked 
f o r  i d e n t i f i c a t i o n  and i d e n t i f i c a t i o n  could be made only by r e f e r e n c e  t o  en- 
g i n e e r i n g  drawings. 

A t  the o t h e r  p l a n t s ,  Government-owned t o o l i n g  had been commingled w i t h  
l i k e  i tems of  contractor-owned t o o l i n g  and i d e n t i f i c a t i o n  a s  t o  ownership 
could no t  be r e a d i l y  determined because inventory record  ca rds  d i d  no t  in-  
d i c a t e  who owned the t o o l i n g .  To i l l u s t r a t e ,  w e  found a t  one c o n t r a c t o r ' s  
p l a n t ,  t h a t  r e c o r d s  maintained f o r  t o o l s  included those  acquired  a t  a c o s t  
of $55 m i l l i o n  under Government production c o n t r a c t s  but  d i d  n o t  i d e n t i f y  
t h e  t o o l i n g  a s  e i t h e r  c o n t r a c t o r  o r  Government owned. The i d e n t i f i c a t i o n  
of  t o o l i n g  ownership could be made only through physical.  examination of the 
t o o l s  and i s o l a t i o n  of those  bear ing  Government marks. F u r t h e r ,  the t o o l  
r e c o r d s  d i d  not  always show t h e  l o c a t i o n  of the t o o l ,  which made i d e n t i f i -  
c a t i o n  of  t h e  s p e c i a l  t o o l i n g  more u n c e r t a i n .  

Phys ica l  i n v e n t o r i e s  

The t ak ing  of p h y s i c a l  i n v e n t o r i e s  i s  a necessary  check on t h e  e f f e c-  
t i v e n e s s  of t h e  c o n t r a c t o r s s  systems through t h e  i d e n t i f i c a t i o n  and evalua-  
t i o n  of  the p r o p r i e t y  of any d i f f e r e n c e s  between o r  changes i n  t h e  amount 
o f  Government-owned s p e c i a l  t o o l i n g  and t e s t  equipment i n  their possess ion  
and that  shown i n  the records .  This important element of c o n t r o l  i s  recog- 
nized both  by ASPR and the  account ing  p r i n c i p l e s  and s t andards  p resc r ibed  
by t h e  Comptroller General.  ASPR does n o t ,  however, s p e c i f i c a l l y  r e q u i r e  
p e r i o d i c  p h y s i c a l  i n v e n t o r i e s  but  provides  t h a t  i t  s h a l l  be the r e s p o n s i b i l-  
i t y  o f  t h e  p roper ty  a d m i n i s t r a t o r  t o  review and approve the type  and f r e-  
quency of p h y s i c a l  i n v e n t o r i e s  t o  be taken,  

@e found tha t  i n  some cases c o n t r a c t o r s  were n o t  t ak ing  p h y s i c a l  in- 
v e n t o r i e s  a t  regular i n t e r v a l s  and thot the Government p roper ty  adminis t ra-  
t o r s  had no t  r e q u i r e d  t h a t  the inventory  be taken.  
found t h a t  the c o n t r a c t o r  pias ;.mploying poor inventory p r a c t i c e s .  

In another  c a s e ,  w e  
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A t  one p l a n t ,  Government-owned t o o l i n g  o r i g i n a l l y  acqu i red  a t  a c o s t  

of $55 m i l l i o n  under supply c o n t r a c t s  s t a r t i n g  i n  1952 had never been in-  
ven to r  ied .  

A t  another  p l a n t ,  the corpora te  p o l i c i e s  and procedures ,  as  approved 
by the Government p roper ty  a d m i n i s t r a t o r  , provided f o r  a complete inventory 
of  s p e c i a l  t o o l i n g  a t  l e a s t  once a y e a r .  We found that  p h y s i c a l  inventor-  
ies  had been taken only a t  the completion or t e rmina t ion  of  c o n t r a c t s  and 
t ha t ,  a s  a r e s u l t ,  i t e m s  of s i g n i f i c a n t  amount acqu i red  under o t h e r  than 
f a c i l i t i e s  c o n t r a c t s  had no t  been inven to r i ed .  

A t  a t h i r d  p l a n t ,  w e  found t h a t  the inventory  t a k i n g  had been l i m i t e d  
t o  determining whether a p a r t i c u l a r  i t e m  was on hand, wi thout  r ega rd  t o  the 
q u a n t i t y  of i d e n t i c a l  i tems that  should be on hand, 

We have reviewed Contrac t  Adminis t ra t ion  Panel  Case 64-310 which con- 
t a i n s  proposed changes t o  ASPR. 
a requirement t h a t  "The c o n t r a c t o r  s h a l l  p e r i o d i c a l l y  p h y s i c a l l y  inventory 
a l l  Government p roper ty  ***I' and a l s o  t h a t  "*** t h e  type  and frequency of 
p h y s i c a l  inventory  and t h e  procedures  t h e r e f o r e  s h a l l  be e s t a b l i s h e d  by 
the c o n t r a c t o r  and approved by the p roper ty  a d m i n i s t r a t o r  ***.I' 

ion ,  t h i s  proposed change, i f  proper ly  implemented, w i l l  r e su i t  i n  improved 
c o n t r o l  over s p e c i a l  t o o l i n g  and s p e c i a l  tes t  equipment. We n o t e ,  however, 
that  t h e  proposed change does not  impose a requirement f o r  a p p r o p r i a t e  seg- 
r e g a t i o n  o€  d u t i e s  t o  ensure  independence i n  inventory  t ak ing .  
important  element of i n t e r n a l  c o n t r o l  is no t  p resc r ibed .  

Incorporated i n  the proposed changes i s  

I n  our  opin-  

Thus, an 

Need f o r  improved c o n t r o l s  over 
s p e c i a l  t o o l i n g  provided t o  subcon t rac to r s  

Under p r e v a i l i n g  i n s t r u c t i o n  i n  ASPR, t h e  Government does n o t  exercise 
s u r v e i l l a n c e  over t o o l i n g  provided by prime c o n t r a c t o r s  t o  v a r i o u s  subcon- 
t r a c t o r s .  Thus, the Government does no t  review t h e  e x i s t e n c e ,  c o n d i t i o n ,  
or  u s e  of t h i s  p roper ty  u n l e s s  the  prime c o n t r a c t o r  o r  t h e  Government prop- 
e r t y  a d m i n i s t r a t o r  a t  the l o c a t i o n  s p e c i f i c a l l y  r e q u e s t s  t h e  a s s i s t a n c e  of  
the Government p roper ty  a d m i n i s t r a t o r  having cognizance a t  t h e  subcontrac-  
t o r ' s  p l a n t .  

Our review of t o o l i n g  i n  the  hands of subcon t rac to r s  r evea led  that  f i -  
n a n c i a l  accounting c o n t r o l s  were l a c k i n g  and t h 9 t  proper ty  r e c o r d s  i n  the 
three c a s e s  w e  examined had omit ted c o s t  d a t a .  In  one i n s t a n c e ,  the sub- 
c o n t r a c t o r  had no w r i t t e n  procedures f o r  t h e  c o n t r o l  of s p e c i a l  t o o l i n g .  
We found a l s o  that in some i n s t a n c e s  Government-owned t o o l i n g  provided t o  
t h e  subcon t rac to r  had no t  been c l e a r l y  i d e n t i f i e d  and recorded and t h a t  
p h y s i c a l  i n v e n t o r i e s  had no t  been taken.  

We found t h a t  Government p roper ty  a d m i n i s t r a t o r s  r e s p o n s i b l e  f o r  prop- 
e r t y  a t  the s u b c o n t r a c t o r ' s  p l a n t  d i d  not  review s p e c i a l  t o o l i n g  u n l e s s  re- 
ques ted  t o  do so by the p roper ty  a d m i n i s t r a t o r  a s s igned  t o  the p r i m e  con- 
t r a c t o r ' s  p l a n t  and that  the p roper ty  a d m i n i s t r a t o r  had made very few re- 
q u e s t s  of t h i s  na tu re .  
t r a c t o r  had reques ted  the subcon t rac to r  t o  v e r i f y  s p e c i a l  t o o l i n g  i n  i t s  
custody.  

There were occas ions ,  however, when the prime con- 



Contract Administration Panel Case 64-310 which contains proposed 
changes to ASPR requires that the property administrator at the prime con- 
tractor's plant obtain from the contractor an agreement to utilize the 
services of a supporting property administrator having cognizance at the 
subcontractor's plant or a statement that the prime contractor elects to 
perform the property surveillance function at the subcontractor's plant 
with its own personnel. 

Classification 

An important aspect of control over tooling and test equipment is the 
classification assigned to such property, both initially and as it may be 
affected by subsequent changes in the manner of use. 

We observed that the classification of general-purpose icems as spe- 
cial tooling or special test equipment could result in the loss of rental 
payments for commercial use and in inadequate utilization. We also noted 
that classification of expendable items as special tooling and special 
test equipment may result in unnecessary costs of maintaining records and 
controls. 

At one contractor's plant, we noted that the contractor had prepared 
a listing of multipurpose tools costing about $36 million, which were clas- 
sified as special tooling. 

A report issued in March 1966 by the Air Force property administrator 
located at this plant stated: 

"It was observed that identical items sitting side by side car- 
ried facility property tags in one instance and special tooling 
tags in another instance. This would reemphasize the need for 
a comprehensive review and reappraisal of the criteria for de- 
termining how and at what point these items were sorted into 
facilities or special tooling. The existence of complete ma- 
chines built as special tools, articles attached to facilities 
or real property on a permanent or semi-permanent basis, items 
so general in nature and so obviously nonspecialized, arid yet 
identified as special tooling makes an ambiguous and untenable 
situation a I' 

The property administrator stated that the tooling in question was 
being used by the contractor on all programs without payment of rent and 
recommended that it be transferred to the facilities contract. Apparently 
as a result of the property administrator's recommendation, a pending 
lease agreement between the contractor and the Air Force provides for the 
payment of rent for commercial use of special tooling and test equipment 
costing about $3.6 million. This amount was determined by the contractor 
by reviewing the list of standard tools comprising the $36 million total 
previously mentioned and estimating the quantity and value of such tools 
that could be used for commercial purposes. 

Because there was no itemized listing of the $3.6 million of tooling 
which the contractor intended to use, it appears to us that any amount of 
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the $36 m i l l i o n  of  t o o l i n g  could be available t o  the c o n t r a c t o r  f o r  com- 
mercial use. Although the lease agreement had not  been executed a t  the 
t i m e  of  our  review, it appears  tha t  the s t andard  t o o l s  a r e  t o  r e t a i n  the i r  
s p e c i a l  t o o l i n g  c l a s s i f i c a t i o n .  

It should be noted that  there may exist  a t  numerous c o n t r a c t o r  
p l a n t s  cond i t ions  where Government-owned s p e c i a l  t o o l i n g  i s  common t o  
bo th  commercial and Government p roduc t ion  requi rements ,  For example, i n  
a l e t t e r  addressed t o  our o f f i c e ,  a c o n t r a c t o r  s t a t e d  i n  p a r t :  

" Ai rc ra f t  engine product ion  f o r  the Defense Department i n  the 
l a t e  '50's so f t ened  considerably  and the engine  manufacturers ,  
no doubt ,  sought  f u r t h e r  u s e  of  their  product  i n  Commercial 
a i r c r a f t ,  It must be remembered t h a t  these eng ines  were a l -  
m o s t  i d e n t i c a l  t o  the M i l i t a r y  v e r s i o n s  and were made, f o r  t h e  
most p a r t ,  o f f  of the same product ion  t o o l i n g .  In f a c t ,  p a r t s  
could be made on the same l i n e  that  would be used f o r  e i ther  
M i l i t a r y  or Commercial a i r c r a f t , "  

Regarding t h e  o v e r a l l  problem of proper c l a s s i f i c a t i o n ,  w e  found that  
the A i r  Force i n  1962 recognized t h a t  l a r g e  amounts of  g e n e r a l  purpose 
i tems were i n c o r r e c t l y  c l a s s i f i e d  as  s p e c i a l  t o o l i n g  and i n i t i a t e d  a com- 
prehensive  program t o  c o r r e c t  the s i t u a t i o n .  

I n  a l e t t e r  d a t e d  September 1 7 ,  1962 ,  the Di rec to r  of Procurement 
Management, Headquar ters ,  United S t a t e s  A i r  Force,  s t a t e d  tha t  a review a t  
f i v e  major c o n t r a c t o r  p l a n t s  had d i s c l o s e d  t h a t  the A i r  Force had acqu i red  
a s i z a b a e  inventory  of f a c i l i t y - t y p e  items under supply c o n t r a c t s  a s  spe-  
c i a l  t es t  equipment o r  o t h e r  s p e c i a l  equipment but  t h a t  the A i r  Force 
lacked a program t o  c o n t r o l  their  u s e  and u l t i m a t e  d i s p o s i t i o n  o r  t o  ade- 
qua te ly  c o n t r o l  f u t u r e  a c q u i s i t i o n s  of such equipment. To  c o r r e c t  t h i s  
s i t u a t i o n ,  the Di rec to r  i n i t i a t e d  a p r o j e c t  c a l l e d  t o o l i n g  inventory  and 
d i s p o s a l  e v a l u a t i o n  (TIDE). The purpose of p r o j e c t  TIDE was t o  i d e n t i f y  
f a c i l i t y - t y p e  items t h a t  were m i s c l a s s i f i e d  a s  s p e c i a l  t o o l i n g  and t o  es- 
t a b l i s h  a p p r o p r i a t e  c o n t r o l s  fo r  such equipment. 

A s  of  February 28 ,  1965, according t o  an A i r  Force r e p o r t ,  p r o j e c t  
TIDE had been completed a t  2,079 c o n t r a c t o r  l o c a t i o n s  and had uncovered 
72,428 i t e m s  valued a t  $84,326,000 that  were f a c i l i t y - t y p e  o r  genera l -  
purpose i t e m s  which had f o r  v a r i o u s  r easons  been c l a s s i f i e d  a s  s p e c i a l  
t o o l i n g .  F u r t h e r ,  o f  t h e  i t e m s  r e c l a s s i f i e d ,  3,286 i t e m s  valued a t  
$3,057,000 were determined t o  be excess  t o  requi rements  o f  the holding con- 
t r a c t o r  and were r e d i s t r i b u t e d  through shipment t o  o t h e r  c o n t r a c t o r s  f o r  
u s e  o r  t o  A i r  Force a c t i v i t i e s  f o r  s t o r a g e  or use .  

We a l s o  observed a t  one c o n t r a c t o r ' s  p l a n t  t h a t  many s t andard  ex- 
For example, w e  pendable i t e m s  had been c l a s s i f i e d  a s  s p e c i a l  t o o l i n g .  

found tha t  s p e c i a l  t o o l i n g  r e c o r d s  were being maintained fo r  g e n e r a l  pur-  
pose d r i l l  b i t s  c o s t i n g  about $4 each. This p r a c t i c e  i s  i n  c o n f l i c t  wi th  
the ASPR d e f i n i t i o n  of s p e c i a l  t o o l i n g ,  which excludes  c l a s s i f i c a t i o n  of  
consumable small t o o l s  a s  s p e c i a l  t o o l i n g .  In our  op in ion ,  the continued 
c l a s s i f i c a t i o n  of s t andard  expendable items as  s p e c i a l  t o o l i n g  may resu l t  
i n  unnecessary c o s t s  of mainta in ing r e c o r d s  and c o n t r o l s .  



The DOD has under consideration a proposal (Contract Administration 
Panel Case 65-19) to strengthen ASPR regarding the administration of spe- 
cial tooling. The proposal will require reclassification of a special tool- 
ing item to a facilities item when it acquires multipurpose characteristics, 
We believe that, if this proposal is incorporated in ASPR and effectively 
implemented, control over special tooling will be strengthened. 

Conclusions 

Special tooling and special test equipment represent a significant por- 
tion of the Government-owned property in the possession of contractors. 
our opinion, the fact that the Government has taken title to such tooling 
and test equipment is evidence of its nature as property having sufficient 
value that it should be subjected to effective accounting control. As pre- 
viously noted, some tooling is usable for many years--in some cases for 
commercial purposes. 
much of this tooling to commercial purposes is persuasive evidence of the 
need for financial controls over such property. 

In 

We think that the current and future adaptability of 

It is therefore our opinion that it is necessary for tooling and test 
equipment to be properly classified, identified, and accounted for to pre- 
vent unauthorized use and unrecognized loss and to provide information to 
facilitate intelligent decisionmaking in regard to acquisition, disposi- 
tions, rental, and transfers. Although the deficiencies discussed in this 
report did not exist at all of the contractor plants visited, we believe 
that their incidence at the locations we reviewed were sufficient to sub- 
stantiate a need for improvement. 

It appears that weaknesses relating to classification, identification, 
and control of special tooling in the possession of subcontractors can be 
corrected by greater attention, on the part of responsible Government: per- 
sonnel, to contractor compliance with existing sections of ASPR or in- 
process revisions thereof. The need for improved surveillance over 
Government-owned property by property administrators is discussed in the 
last section of this report. 

It appears also that'. the weaknesses relating to periodic inventory 
taking will be corrected if the current proposal to change ASPR is imple- 
mented. We note, however, that the proposed change does not impose a re- 
quirement for appropriate segregation of duties to ensure independence in 
inventory taking. Accordingly, we proposed that such a requirement be in- 
cluded either in appendix B of ASPR or in the proposed ASPR appendix which 
prescribes the duties and responsibilities of the property administrators. 

We recognize that financial accounting for special tooling is more 
complex than for some other classes of property and that an examination 
into the practical problems which may be associated with installation of 
such system was not possible within the scope of the current review. It 
is our opinion, however, that a system incorporating financial control of 
these assets is desirable and will be valuable as a tool of property man- 
agement. We proposed, therefore, that the Department establish a study 
project to determine the procedures to be used and the point in the con- 
tracting process at which financial control of special tooling should be 
established. 
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Agency comments and our evaluation 

The Deputy Assistant Secretary agreed that proper internal control 
procedures should include segregation of duties of responsible contractor 
personnel taking physical inventories of Government property and he indi- 
cated that the Department would review the desirability of making a revi- 
sion to ASPR. 

With regard to establishing a study project to determine the proce- 
dures to be used and the point at which financial control of special tool- 
ing should be established, the Deputy Assistant Secretary advised US that 
no change to the special tooling provision currently in ASPR was planned. 
He stated that, on the basis of prior experience of both the military de- 
partments and the commercial industry, special tooling had been and should 
continue to be considered as expendable (consumable) property and that the 
provision for detailing in each contract the special tooling required to 
produce end-items under the contract was considered an adequate basis of 
control. He stated also that, normally, special tooling was produced 
solely for a particular process or machine and that, upon determination by 
the contracting officer that this special tooling was no longer required by 
the Government, it should be disposed of in accordance with ASPR, sec- 
tion VIII, part 5. 

We do not agree that the provision for detailing special tooling in 
each contract is an adequate basis for control. The preparation of such 
lists may be postponed indefinitely because a contracting officer may elect 
to waive the requirement until completion of the contract or subsequent 
follow-on production contracts. We noted one such instance where prepara- 
tion of the lists was still pending for special tooling originating in 
1952. Also, disposal of special tooling according to ASPR, section VIII, 
part 5, when it is no longer required is not responsive to the matters set 
forth in our report inasmuch as we are concerned with control (1) while the 
tooling still has utility to the Government and sale or rental value for 
commercial purposes and (2) to ensure the integrity of special tooling at 
such time as a subsequent decision is made to sell or otherwise dispose of 
it. 

The Deputy Assistant Secretary's position that special tooling is ex- 
pendable is at variance with Air Force reviews which established that much 
tooling was, in fact, facility-type items. ASPR,requires that such 
facility-type items be under financial control. 
vided special tooling under major defense programs, to the aircraft engine 
and air frame industries. Subsequently, the introduction and manufacture 
of substantially similar products for commercial uses has resulted in addi- 
tional uses for much of this tooling. For example, the Air Force sold its 
KC-135 special tooling to a contractor because the items could be applied 
to similar commercial airplanes. 

The Government has pro- 

Special tooling at the 11 aircraft engine and air frame contractors 
included in our review had a total approximate acquisition cost in excess 
of $299 million and at five of these contractors we established that por- 
tions of the special tooling had been used at one time or was currently be- 
ing used for the manufacture of commercial components. 
question have long-term value and in some cases have multiuse 

The items which we 



characteristics. 
sification of special tooling as facility-type items is essential and that 
careful control of special tooling under a system of financial control ac- 
counts is needed. 

We believe that timely determinations regarding the clas- 

Recommendations 

We recommend that the Secretary of Defense establish a study project 
to determine the procedures to be used and the point in the contracting 
process at which financial control of special tooling should be maintained. 
Also, we recommend that periodic examinations be made of special tooling to 
identify multiuse characteristics and that the items identified be reclas- 
sified and controlled as facility-type items. 
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MATER1 A L  

Accounting systems to control Government 
material need improvements 

The accounting systems employed by contractors did not provide for fi- 
nancial control and acceptable physical inventories of Government-owned ma- 
terial. We attribute the weaknesses to indefinite instructions existing in 
ASPR, deficient physical inventory taking, and departure from good property 
management practices. 
were, with one exception, adequate to protect the Government-owned material 
at the plants we examined. To alleviate the inadequacy, the contractor 
agreed to reduce from 26 to 8 the number of employees having access to 
storage areas. 

The physical protection and security procedures 

Financial accounting controls not maintained--Government-owned mate- 
rial at six contractor plants was not controlled under monetary accounts. 
ASPR assigns to contractors the responsibility for maintaining an adequate 
property control system, without clearly establishing the essential char- 
acteristics of such a system. The existence of stock record cards was usu- 
ally considered to be sufficient to comply with ASPR, and these were not 
tied into a monetary control accoiint. We found that contractors maintained 
individual property records showing description, issues, receipts, balance 
on hand, and price of the material. This was in accordance with ASPR,  
which does not require monetary control accounts for this pr0perty.l 

In one case differences between unit records and stocks actually on 
hand were adjusted by requisitions which were not authorized according to 
the contractor's property control procedures. We found that, during the 
first quarter of 1966, over $2,800 of Government-owned material was written 
off of the inventory records in this manner. Furthermore, the write-offs 
were not reported to the Government property administrator. 

We could not ascertain the causes of the discrepancies at the time of 
our subsequent review. However, financial control accounts would expose a 
number of types of discrepancies which would cause differences between the 
stocks on hand and the records; and exposure could be made in such a way as 
to permit timely investigation of the reason for the differences. Further- 
more, financial control accounts would facilitate an accurate reporting of 
the dollar amount of inventory write-offs for purposes of investigations by 
management . 

One contractor official, who estimated that several million dollars 
worth of Government-furnished material was on hand at his plant, stated 
that monetary controls for the Government-furnished material were impracti- 
cal and that the contractor was primarily concerned with only quantities. 
Nevertheless this contractor maintained monetary controls over its own ma- 
terials inventories. 

'A description of monetary control accounts and their manner of use was 
previously discussed in this report, page 48. 
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We have reviewed Contract Administration Panel Case 64-210, which con- 
tains proposed changes to ASPR, and we find that these changes have not 
added a requirement for maintenance of monetary control accounts for mate- 
rial. 

Inventory taking ineffective--The physical inventory-taking procedures 
contained deficiencies, of varying significance, at 7 of the 10 contractors' 
plants where we examined material. In some cases adequate internal control 
did not exist because the taking of the inventory did not incorporate ap- 
propriate segregation of duties of participating personnel. For example, 
at one location, the individual who maintained the stock records was custo- 
dian of the material, and he also took inventory. 
ences between the records and the physical count can be reconciled by ad- 
justing the records or removing the stock cards, without independent evalu- 
ation of the propriety of the transactions. 

In such cases differ- 

The inventory taking ?as incomplete in some cases because it was lim- 
ited to verifying listings prepared from the property records and furnished 
to participating personnel; therefore, items which may have been physically 
on hand but not included on the listings provided would be omitted from the 
count, 

At one location the contractor performed a physical inventory of 
Government-furnished material but did not require a physical inventory of 
material it had acquired for the account of the Government. Also, in a few 
cases, written procedures were lacking, the work was not properly docu- 
mented, the results were not furnished to the Government, or inventories 
were not priced out. 

We have reviewed Contract Administration Panel Case 64-310, which con- 
tains proposed changes to ASPR. Incorporated in the proposed changes is a 
requirement that "The contractor shall periodically physically inventory 
all Government property **-kc' and also that "The type and frequency of phys- 
ical inventory and the procedures therefor shall be established by the con- 
tractor and approved by the property administrator." In our opinion this 
proposed change, if properly implemented, will result in improved control 
over material. We note, however, that the proposed change does not impose 
a requirement for appropriate segregation of duties to ensure independence 
in inventory taking, thus an important element of internal control over 
these assets is absent. 

Conclusions 

ASPR does not require that financial accounting controls be maintained 
for Government-owned material in the possession of contractors. It is our 
opinion that a system incorporating financial control of materials in the 
possession of contractors is desirable and would be advantageous as a tool 
of property management. We proposed, therefore, that ASPR B-304.7 be 
amended to require financial accounting controls for Government-owned mate- 
rial in the possession of contractors in order to ensure adequate control 
and safeguarding of the assets and reliable reporting of the amounts on 
hand. 
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The internal control weakness noted with respect to the taking of 
physical inventories without appropriate segregation of the duties of par- 
ticipating personnel has not been corrected under the proposed ASPR change. 
We proposed, therefore, that the ASPR be strengthened by providing for ap- 
propriate segregation of duties of personnel participating in the physical 
inventories of materials. 

Agency comments and our evaluation 

The Deputy Assistant Secretary indicated that financial controls for 
material have been the subject of study for many years in DOD and that 
these studies are being continued. In  addition, he stated that a proposal 
will be submitted for consideration by the ASPR Committee for criteria to 
establish contractor requirements for accounting for contractor-acquired 
Government material. He further indicated that a segregation of duties of 
responsible contractor personnel will be required during the physical tak- 
ing of inventories. 

We were also advised by the Deputy Assistant Secretary that DOD is 
currently revising its procedures to exclude from the previous definition 
of Government-furnished material those items sent to contractors for pro- 
cessing and return. 
cognizant inventory control point or other activity of the DOD component, 
in both quantitative and monetary terms. Although the contractor will be 
required to keep item records for  scheduling purposes, he will be relieved 
of financial property accounting. 

Accounting for these items will be performed by the 

We acknowledge that DOD has taken constructive steps to improve the 
administration of Government-owned material in the hands of contractors, 
but we believe the records and controls maintained by the contractor over 
this property should be at least as good as those maintained over its own 
material. Also ,  since W D  studies have been proceeding for many years, a 
timetable should be established and responsibility fixed for a solution to 
the problem. 

Recommendat ion 

We recommend to the Secretary of Defense that ASPR B-304.7 be amended 
to require financial accounting controls for Government-owned material in 
the possession of contractors. 
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NONPROFIT INSTITUTIONS 

Property adminis t ra t ion a t  u n i v e r s i t i e s  

Our review revealed that f i nanc ia l  cont ro l  accounts were not required 
by ASPR t o  be maintained by nonprofit  i n s t i t u t i o n s ,  including u n i v e r s i t i e s ,  
f o r  IPE and spec i a l  t e s t  equipment, nor were they maintained by the two 
u n i v e r s i t i e s  we v i s i t e d .  
monetary and quan t i t a t i ve  cont ro l  over a t  l e a s t  $52,000 worth of Government 
property. We a l s o  found t h a t  periodic inventor ies  were not  required by 
ASPR, nor were they taken by the  u n i v e r s i t i e s  even though research con- 
t r a c t s  f requent ly  had been i n  process f o r  severa l  years  and t h a t ,  when in- 
ventor ies  were taken, the procedures employed did not provide necessary 
in t e rna l  cont ro l .  

A t  one un ivers i ty  t h i s  r e su l t ed  i n  the  loss  of 

Further ,  we found t h a t  ASPR requirements were not being adhered t o  
with regard t o  control  of property by DIPEC. 
cos t  of about $260,400 was purchased i n  f i s c a l  year 1966, without DIPEC ' s  
inventor ies  f i r s t  being screened t o  determine whether acceptable IPE was 
on hand and ava i lab le ,  (2 )  DIPEC's cen t r a l  inventory f i l e s  were incomplete 
because $1.1 mi l l ion  of IPE on hand a t  the  u n i v e r s i t i e s  was not reported 
t o  DIPEC, and ( 3 )  during f i s c a l  years  1965 and 1966, IPE i n  c r i t i c a l  or  
sho r t  supply having a cos t  of $104,700 w a s  donated t o  the u n i v e r s i t i e s ,  
without f i rs t  screening DIPEC records t o  determine whether the  equipment 
w a s  needed elsewhere i n  the  Government. 

A s  a r e s u l t  (1) IPE a t  a 

Property accounting system needs improvement--We found t h a t  ASPR does 
not  requi re  monetary control  accounts and such accounts were not main- 
tained.  As s t a t e d  previously i n  t h i s  r e p o r t ,  monetary cont ro l  accounts 
a r e  accounts which a r e  maintained by individuals  independent of those main- 
ta in ing  the  de t a i l ed  property records,  and the  accounts summarize r e c e i p t s ,  
d i spos i t ions  and balances on a d o l l a r  basis  t o  ensure of accuracy and com- 
pleteness  of the  de t a i l ed  records.  
w a s  lacking i n  the  inventory procedures used by the  u n i v e r s i t i e s .  

We a l s o  found t h a t  i n t e rna l  control  

A t  one of the  u n i v e r s i t i e s  we reviewed, w e  t es ted  acquis i t ions  of 
Government-owned property amounting t o  $156,000 and we  found t h a t  $52,000 
of t h i s  amount had not been recorded on property cards.  
quan t i t a t i ve  cont ro l  over t h i s  property w a s  a l s o  lacking. I f  a monetary 
cont ro l  account had been maintained by the  un ive r s i t y ,  t h i s  omission would 
probably have been discovered when postings on de t a i l ed  property records 
were reconciled with the  monetary control  account balance. 

A s  a r e s u l t ,  

We have reviewed Contract Administration Panel Case 64-310 which con- 
t a i n s  proposed rev is ions  t o  ASPR and w e  found t h a t  a change is being con- 
templated which appears t o  requi re  a monetary control  account f o r  f a c i l i -  
t ies .  However, no such requirement i s  included f o r  spec i a l  t e s t  equip- 
ment. 

With regard t o  inventory taking,  ASPR permits t he  Government property 
adminis t ra tor  t o  request  the  un ive r s i t i e s  t o  perform per iodic  inventor ies ,  
but physical  inventor ies  a r e  mandatory only upon contract  completion. FJe 
found t h a t  the  Government property adminis t ra tors  had not requested p e r i -  
odic  physical  inventor ies  and that  general ly  they had not been taken even 
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though research  cont rac t s  f requent ly  had been i n  process f o r  severa l  years .  
Physical  inventor ies  w e r e  general ly  taken only upon completion of  the  con- 
t r a c t  as prescribed. 

We a l s o  found t h a t ,  when physical  inventor ies  were taken a t  t he  com- 

A t  both loca t ions  inventor ies  were taken, 
p l e t i on  of cont rac t s ,  procedures d id  not  provide f o r  appropria te  segre- 
gat ion of du t i e s  of personnel. 
by personnel having custody of the  property,  through v e r i f i c a t i o n  of a l i s t  
of the  property,  prepared i n  advance from the  property records and furnished 
t o  pa r t i c ipa t ing  personnel. Thus independent v e r i f i c a t i o n ,  an important 
element of i n t e rna l  cont ro l  of the  a s s e t s ,  was absent .  

A proposed change t o  ASPR which is incorporated i n  Contract Adminis- 
t r a t i o n  Panel Case 64-310 would requi re  the  u n i v e r s i t i e s  t o  per iod ica l ly  
physical ly  inventory Government property and prescr ibes  t h a t  t he  type and 
frequency of physical  inventory and the  procedures therefor  s h a l l  be estab-  
l i shed  by the  contractor  and approved by the  property adminis t ra tor .  

We note ,  however, t h a t  the  proposed change does not r equ i r e  appropri-  
a t e  segregation of du t i e s  of personnel pa r t i c ipa t ing  i n  t he  inventory tak- 
ing. 

Need t o  coordinate IPE purchases, d i spos i t i ons ,  and inventory on hand 
- a t  u n i v e r s i t i e s  with those of DIPEC--DOD has es tab l i shed  an extensive sys- 
t e m ,  administered by DIPEC, t o  ensure maximum r e u t i l i z a t i o n  of IPE, pre- 
vent unnecessary procurement of IPE, and maintain a c e n t r a l  inventory of 
IPE,  including l i s t i n g s  of c r i t i c a l l y  sho r t  items. To opera te  t h i s  system, 
ASPR requi res  (1) screening of DIPEC assets p r io r  t o  acqu i s i t i on  of IPE 
and ( 2 )  repor t ing  IPE on hand t o  DIPEC. 

Our review has shown t h a t  (1) DOD agencies general ly  approved the  uni-  
v e r s i t i e s '  reques t s  t o  purchase IPE,  without f i r s t  determining whether l i k e  
items were ava i lab le  f o r  use from the DIPEC inventory, (2) a l l  Government- 
owned IPE i n  the  possession of the  u n i v e r s i t i e s  had not been reported t o  
DIPEC, and ( 3 )  DOD agencies were donating IPE t o  u n i v e r s i t i e s ,  without 
f i r s t  screening DIPEC records fo r  a determination as t o  whether the  equip- 
ment could be u t i l i z e d  elsewhere. 

DIPEC inventory not  screened p r io r  t o  acquisitions--Our review showed 
t h a t ,  genera l ly ,  DOD agencies approved the  un iveys i t ies '  reques t s  t o  pur- 
chase IPE,  without determining whether acceptable IPE w a s  ava i lab le  
through DIPEC. 

A t  the  two loca t ions  reviewed, we  i den t i f i ed  56 items purchased i n  
f i s c a l  year 1966 a t  a cost  of about $260,400 f o r  which DOD components had 
not required screening a t  DIPEC even though screening i s  required by Sec- 
t i o n  X I T I  of ASPR. We were informed by DOD and un ive r s i t y  o f f i c i a l s  t h a t  
it was t h e i r  be l ie f  t h a t  DIPEC could not supply the equipment required by 
the u n i v e r s i t i e s ,  espec ia l ly  within the  de l ivery  t i m e  des i red .  The 
56 items we i den t i f i ed  a r e  of the  type t h a t  i s  repor tab le  t o  DIFEC. 

Inventory on hand not reported t o  DIPEC--We found t h a t  Government- 
owned IPE purchased by the u n i v e r s i t i e s  a t  a cos t  of about $1.1 mil l ion 
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w a s  not  reported t o  DIPEC, even though repor t ing  is required by ASPR, f o r  
inventory and control  purposes. 

We a l s o  found t h a t ,  a t  one loca t ion ,  t h e  Government property adminis- 
t r a t o r  had discussed with un ivers i ty  o f f i c i a l s  the  omission of repor t ing  
but had not  obtained assurance t h a t  the equipment would be reported.  I n  
another case we were to ld  t h a t  IPE had not been reported t o  DIPEC because 
a t  semiannual i n t e rva l s  the  un ivers i ty  requested and obtained t i t l e  t o  cer-  
t a i n  of the  items. 

TPE was donated t o  u n i v e r s i t i e s ,  without DIPEC's records f i r s t  being 
screened--DOD is permitted, under the au thor i ty  of 42 U.S.C. 1892, t o  ves t  
i n  nonprofit  i n s t i t u t i o n s  t i t l e  t o  c e r t a i n  equipment purchased with r e -  
search funds. Our review of the House Report 2640, dated August 15, 1958, 
revealed t h a t  the  provisions of the  law were intended t o  minimize the cos t  
of maintaining property records and needlessly c i r cu l a r i z ing  l i s t s  of 
highly special ized equipmknt, pa r t i cu l a r ly  minor equipment. Further ,  
testimony given i n  t he  House of Representatives '  hearings s t a t e s  t h a t  
42 U.S .C .  1892, w a s  not intended t o  increase Federal expenditures or  t o  
subsidize the r ec ip i en t s ,  nor was it intended t h a t  t i t l e  t o  Government- 
owned equipment be t ransfer red  i f  the  equipment were needed elsewhere i n  
the  Government. 

ASPR provides the  c r i t e r i a  t o  be used by contract ing o f f i c e r s  i n  de- 
termining whether Government-owned property should be donated under the  
au thor i ty  of 42 U . S . C .  1892. The c r i t e r i a  requi res  i n  p a r t  t h a t  property 
should be donated t o  u n i v e r s i t i e s  i f  e i t h e r  the  r e t en t ion  of t i t l e  i n  the  
Government would c rea te  an adminis t ra t ive  burden not warranted by the value 
of the  equipment o r  the keeping of inventory and records by the contractor  
would become prohib i t ive ly  complicated o r  expensive. The ASPR c r i t e r i a  
a l s o  provides t h a t  t r ans fe r  of t i t l e  should be made i f  " the t r ans fe r  of 
t i t l e  is not precluded by cont ro ls  governing the  equipment involved ." 

Our review showed t h a t  one type of control led property,  t h a t  which is 
subjec t  t o  cont ro l  by DIPEC, was being donated t o  the  u n i v e r s i t i e s ,  with- 
out DIPEC'S records f i r s t  being screened t o  determine whether the equipment 
w a s  needed elsewhere i n  the  Government. Further ,  we noted t h a t  DOD com- 
ponents t ransfer red  t i t l e  t o  equipment which was considered by DIPEC t o  be 
i n  sho r t  o r  c r i t i c a l  supply. For example: 

W e  found t h a t ,  during f i s c a l  years 1965 and 1966, DOD components 
t ransfer red  t i t l e  t o  36 items of equipment, having a cos t  of $104,700, 
which DIPEC considered i n  sho r t  or  c r i t i c a l  supply. A t  one un ivers i ty  the  
equipment t ransfer red  included 24 items of general  purpose test  equipment, 
such a s  osci l loscopes,  s igna l  generators ,  and recorders f o r  which DIPEC 
had a t o t a l  of 258 requests  f o r  i den t i ca l  and/or s imilar  equipment from 
other  DOD agencies,  which could not be s a t i s f i e d .  

W e  a l s o  found t h a t  a t  t he  same time DOD components were donating items 

DIPEC-controlled items 
t o  u n i v e r s i t i e s  which were subjec t  t o  the  cont ro l  of DIPEC, they were re-  
t a in ing  t i t l e  t o  many items cost ing l e s s  than $200. 
have an acqu i s i t i on  cos t  of $1,000 or  more. We note ,  however, t h a t  a re- 
cent  ASPR rev is ion  s t a t e s  t h a t  title t o  equipment with a cos t  of l e s s  
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than $200 s h a l l  be vested i n  t he  u n i v e r s i t i e s  upon purchase of th is  equip- 
ment. 

W e  bel ieve t h a t  the  cur ren t  provisions of ASPR which provide c r i t e r i a  
f o r  those items t o  be donated t o  u n i v e r s i t i e s  could be made c l ea re r  and 
thus more e f f e c t i v e  i f  the  c r i t e r i a  s p e c i f i c a l l y  excluded DIPEC-controlled 
i t e m s  from the  donation process. We have reviewed proposed changes t o  ASPR, 
and we f ind  t h a t  no change t o  the  current  c r i t e r i a  i s  contemplated. 

Conclus ions 

The proposed change t o  ASPR, requi r ing  per iodic  inventory taking,  
should, i f  properly implemented, r e s u l t  i n  more e f f e c t i v e  cont ro l  over 
Government-owned property i n  the  possession of u n i v e r s i t i e s .  W e  note ,  hox- 
ever ,  t h a t  the  proposed change does not impose a requirement f o r  adequate 
i n t e rna l  cont ro l  through appropria te  segregation of funct ions  i n  taking 
physical  inventory. We therefore  proposed t h a t  such a requirement be in- 
corporated a t  an appropria te  place i n  appendix C or  the  new appendix of 
ASPR, which prescr ibes  the  r e s p o n s i b i l i t i e s  and du t i e s  of property ad- 
minis t ra tors .  

we bel ieve t h a t  an e f f e c t i v e  property accounting system should a l s o  
include monetary control  accounts fo r  Government-owned i n d u s t r i a l  p lan t  
equipment, and spec i a l  t e s t  equipment i n  the  possession of the  uni-versi- 
t i e s ;  and we proposed t h a t  appendix C of ASPR be strengthened by requi r ing  
such f inanc ia l  accounting cont ro l  of such Government-owned property a t  
nonprofit  i n s t i t u t i o n s .  

We a l s o  bel ieve t h a t ,  t o  avoid the  p o s s i b i l i t y  of unnecessary pro- 
curements, t he  DIPEC inventory should be screened, p r i o r  t o  approving the  
purchase of new IPE by u n i v e r s i t i e s  and t h a t  TPE on hand a t  the  univers i-  
t i e s  should a l s o  be reported t o  DIPEC, a s  required by ASPR. We bel ieve 
t h a t ,  t o  achieve these ob jec t ives ,  it w i l l  be necessary f o r  Government 
property adminis t ra t ion surve i l lance  t o  be more thorough t o  assure  t h a t  
ex i s t i ng  procedures a r e  adhered t o ,  and we proposed increased management 
e f f o r t  on these matters.  

We bel ieve t h a t  t r ans fe r r ing  of t i t l e  t o  u n i v e r s i t i e s  of i n d u s t r i a l  
p lan t  equipment which is i n  sho r t  or c r i t i c a l  supply c r ea t e s  a po ten t i a l  
for increased Federal expenditures,  s ince other  DOD users  may be pur- 
chasing equipment of s imi la r  capabi l i ty .  We prbposed, t he re fo re ,  t h a t  
DOD adopt more spec i f i c  c r i t e r i a  regarding "controlled" equipment which 
is not t o  be t ransfer red  t o  u n i v e r s i t i e s  (ASPR 4-214.41, p a r t i c u l a r l y  
with respec t  t o  i t s  appl ica t ion  t o  i n d u s t r i a l  p lan t  equipment control led 
by DIPEC. 

Agency comments and our evaluat ion 

The Deputy Assis tant  Secretary advised us  t h a t ,  al though paragraph 
C211.6,  appendix C ,  Manual f o r  Control of Government Property i n  Posses- 
s ion  of Nonprofit Research and Development Contractors,  r equ i r e s  col-  
leges  and u n i v e r s i t i e s  t o  maintain f inanci91 accounts f o r  Government- 
owned r e a l  property and p lan t  equipment, t he re  has been a f a i l u r e  t o  
exercise  compliance with the  requirement. He indicated t h a t  the  
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Department w i l l  take necessary s t e p s  t o  ensure compliance. With respect  t o  
f inanc ia l  accounting f o r  spec ia l  test  equipment provided nonprofit  contrac- 
t o r s ,  the Deputy Assistant Secretary s t a t ed  tha t  it was DOD's policy t o  
charge these i t e m s  as  operating cos ts  t o  i n i t i a l  contracts  and it d i d  not 
f e e l  it desirable  t o  require  f inancia l  accounting for  them. 
taking of physical inventories ,  the Deputy Assistant Secretary concurred 
t h a t  appropriate segregation of dut ies  i s  needed for  proper in te rna l  con- 
t r o l  and he indicated t h a t  the Department w i l l  review the d e s i r a b i l i t y  of 
an ASPR rev is ion .  

Concerning the  

The Deputy Assistant Secretary agreed tha t  IPE costing over $1,000 a 
H e  u n i t  should be reported t o  DIPEC fo r  management and control  purposes, 

fu r the r  s t a t ed  t h a t  ava i lab le  IPE of t h i s  type should be screened fo r  
u t i l i z a t i o n  p r io r  t o  i t s  being donated t o  the nonprofit contractor under 
provisions of 42 U.S .C.  1892 and t h a t  a rev is ion  t o  DSA regulat ions and 
ASPR designed t o  meet t h i s  object ive would be processed. 

The language i n  paragraph C211.6,  appendix C ,  s t a t e s  t h a t  "The con- 
t r a c t o r ' s  property control  system should be such as  t o  provide semiannually 
the do l l a r  amount of Government-owned indus t r i a l  f a c i l i t i e s  ***.'I (Under- 
scoring supplied.)  Thus, a s  w e  i n t e rp re t  it, monetary controls  a re  permis- 
s ive  r a the r  than mandatory. Further,  paragraph C211.6 is under the 
"Physical Inventories" paragraph, which, we believe, confuses appl icat ion 
of the ins t ruc t ion .  Contract Administration Panel Case 64-310 revises  the 
wording from "should" t o  "shall" and t h i s  ins t ruc t ion  has been placed under 
p a r t  3--Records of Government Property, paragraph C-301, General. As  such, 
the contemplated change t o  ASPR appears t o  require  a monetary control ac- 
count f o r  f a c i l i t i e s .  

Special  test  equipment a t  un ive r s i t i e s  a t  times cons is t s  of an as-  
sembly of standard items which include DIPEC-controlled-type i t e m s .  
These standard items have been c l a s s i f i ed  as  spec ia l  t e s t  equipment be- 
cause of t h e i r  special ized nature once they a re  integrated with other  com- 
ponents in to  complex laboratory set-ups. 

Recommendat ions 

To achieve e f fec t ive  accounting control  over Government-owned property 
a t  nonprofit  i n s t i t u t i o n s ,  we recommend t o  the Secretary of Defense t h a t  
ASPR be revised t o  c l ea r ly  e s t ab l i sh  the need fo r  monetary control  ac- 
counts f o r  IPE. W e  fur ther  recommend tha t  standard IPE now c la s s i f i ed  as  
spec ia l  t e s t  equipment be r ec l a s s i f i ed  and controlled as  fac i l i ty- type  
items. 
der monetary control  accounts. 

A l s o ,  we recommend t h a t  spec ia l  t e s t  equipment be accounted fo r  un- 
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PROPERTY MANAGEPENT FUNCTIONS IN TH?I WQ 

Areas for improvement in administration of 
Government-owned property in possession of 
contractors 

Appendices B and C of the ASPR provide that the contractor will main- 
tain the official records of Government property in its possession. ASPR 
further provides that the contractor's property accounting system must be 
submitted to the property administrator for approval. ASPR also requires 
that the property administrator periodically test the contractor's system 
to ensure that adequate control exists over Government-owned property. 

We found that the value of the approval process as a means to ensure 
adequate control over Government-owned property was questionable because 
(1) there was little incentive for the contractor to maintain an approved 
system and (2) contractor systems were allowed to continue in an approved 
status even though the property administrator had found a significant weak- 
ness in the contractor's control over property, which was not subsequently 
corrected, or, when other weaknesses were, in our opinion, apparent and 
should have been corrected. We found that the property administrators' ex- 
aminations either did not disclose many of the conditions discussed 
throughout this report, which, in our opinion, were unsatisfactory, or did 
not produce effective corrective measures. Further, we noted that in some 
cases the property administrator did not adequately document his work. 

We also found that, for the past 1-1/2 years, relatively few internal 
audits have been made of the effectiveness of property administration at 
contractors' plants. In addition, audits that were made regarding the ade- 
quacy of rental payment were, in our opinion, not sufficiently comprehen- 
sive to be fully effective. 

DOD has taken or is in the process of taking action to improve the 
quality of the work of property administrators and internal auditors. For 
example, a recent policy decision appears to have established the responsi- 
bility for audit of the administration of Government property. 
Department has in process a new ASPR section which is expected to more 
clearly establish the responsibilities and duties of Government property 
administrators. 

Also, the 

Property administrators' surveillance 
and approval of systems--Our review showed that the property adminis- 

trator had withheld approval to systems employed at 5 of the 1 9  contractors 
in our review. 
for the contractor to maintain an approved system. For example: 

Further, we found that ASPR does not provide an incentive 

At one location we reviewed, the contractor's system was disapproved 
in July 1962 because the contractor's property control procedures were 
not adequate. In January 1965, the property administrator again re- 
viewed the contractor's manual for control over Government property 
and reported to the contractor that the manual was "** sadly lacking 
detail ***," and approval of the system was withheld. Since approval 
of the contractor's system had already been withheld no further action 
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was taken against the contractor. 
tractor still did not have an approved system. 

At the time of our review the con- 

At another location, the system was disapproved in November 1966 be- 
cause the property administrator found that the contractor's system 
for control of Government property was deficient in areas related to 
disposition, acquisition, recordkeeping, and inventory taking. Fur- 
ther, it was at this location that we found that the contractor had 
not reported 12 items of IPE which cost about $400,600 and had been 
idle for about 2 years, for possible reallocation by DIPEC. A s  in- 
dicated, the only action taken was to withdraw approval of the system. 

We also noted instances where the contractor's system was allowed to 
continue in an approved status even though the property administrator had 
found a significant weakness in the contractor's control over property, 
which was not subsequently corrected, o r ,  when other weaknesses were, in 
our opinion, apparent, and should have been corrected. For example: 

The property control system at one of the universities we reviewed was 
approved in December 1959 and was again reviewed by the property ad- 
ministrator in August 1966 and found to be adequate. We found that 
IPE purchased by the university was not reported to D I P E C  for its in- 
ventory and control purposes even though reporting was required by 
ASPR. The Government property administrator was aware of this situa- 
tion and discussed the matter of nonreporting with university offi- 
cials, but he did not obtain assurance that the equipment would be re- 
ported. The approval status of the university's system was not 
changed. 

At another location, we noted that the property administrator approved 
in January 1964 the contractor's property control system which re- 
quired a quarterly review of usage records to detect idle equipment. 
We found that the contractor was not following this procedure, nor had 
the property administrator required the contractor to do so. We made 
an analysis of the utilization data and, on the basis of use criteria 
prescribed by DOD, we questioned retention of 59 items of IPE costing 
about $859,000. 
clared excess or was considering for disposal eight of the items cost- 
ing about $111,300. The approval status of the contractor's system 
was not changed. 

During the time of our review, the contractor de- 

At a third location, we found that the contractor's system had been 
approved in August 1962. Selective floor checks conducted by the Gov- 
ernment property administrator at month-end showed numerous instances 
where, during a 2-year period, commercial work was performed on IPE, 
which the contractor had not included in his monthly request to the 
Government plant representative. 
ised, we noted that incidence of discre2ancies rose from 7.5 percent 
of the IPE tested in late 1964 and early 1965, to 13.5 percent of the 
IPE tested during the first 9 months of 1966. 

Although corrective action was prom- 

Documentation by the Property Administrator--In March 1966 we reported 
to the Subcommittee on Federal Procurement and Regulation, Joint Economic 
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Committee, that one of the military services regulations specifies that 
''$<** the file of work-papers prepared by the property administrator shall 
be relied upon as one of the most important indications of the effective- 
ness of the property administrator's work. ***,' 
documentation of the results of the property administrator's property sys- 
tem surveys were inadequate at contractors' plants we visited. 
review showed some cases where the documentation was adequate and other 
cases where it was inadequate. 

We reported also that the 

Our current 

We found that where the property administrator failed to document his 
work, we could not evaluate the quality and effectiveness of his surveil- 
lance examinations. For example: 

At one location, we noted that the sole evidence supporting the prop- 
erty administrator's system survey was a two-paragraph letter of ap- 
proval of the system. At another location, where the property admin- 
istrator reviewed the property control system, no formal documents or 
workpapers had been prepared, and the evidence of such a review was 
limited to a notation in the control file. 

DOD audit efforts--The "Accounting Principles and Standards for Fed- 
eral Agencies," published by the Comptroller General, provides that all 
performance should be subject to adequate review under an effective inter- 
nal audit program so as to provide information as to whether performance is 
effective, efficient, and economical. 

Our review showed that, for the past 1-1/2 years, relatively few in- 
ternal audits have been made of the effectiveness of property administra- 
tion at contractors' plants. Further, we found that audits that were made 
regarding the adequacy of rental payment were, in our opinion, not suffi- 
ciently comprehensive to be very effective. 

Since July 1965 ,  the date when the Defense Contract Audit Agency 
(DCAA) was established, only a few internal audits have been performed re- 
garding the effectiveness of control over Government-owned property. The 
reason for this is that DCAA, as a matter of policy, does not audit the e € -  
fectiveness of their "client'' which includes the contracting officer and 
the property administrator. Further, we were informed that, because of 
DOD's desire to have one audit agency deal with contractors, internal audi- 
tors assigned to the military services and DSA were not permitted access to 
contractors records. These circumstances resulted in little internal au- 
dit effort being applied toward the effectiveness of contract administra- 
tion of which property administration is a part. For example: 

At one plant the most recent audit of the property control system and 
the property administrator's activity was made in April 1964 by the 
Resident Air Force audit staff. At another location we were informed 

'An exception to this policy occurred in late 1965 and early 1966 when DSA 
was permitted to conduct an audit at several contractors' plants. The re- 
sults of the agency audit were transmitted to the Subcommittee in March 
1966.  
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that an audit of the property control system had not been made for at 
least 6 years. At a third location the most recent audit of the prop- 

- *  

erty control system was made by the Navy Area Audit Office in May 
1964. 

In a memorandum to the Deputy Comptroller for Audit Policy, OASD 
(Comptroller) dated March 22, 1966, the DSA Auditor General indicated the 
importance of internal audit of contract administration. He noted that 
internal audit organizations should have access to contractor-maintained 
records because such access is necessary to determine techniques used by 
property administrators and to provide assurance that property is properly 
identified and adequately protected and that utilization is authorized and 
retention by the contractor is justified. 
and DCAA could perform most effectively with internal audit's assuming no 
prerogative of the DCAA for contractor review and with DCAA's assuming no 
responsibility of internal audit of contract administration. 

He further indicated that DSA 

With regard to audit of contractor rental payments for use of 
Government-owned facilities, we found that the DCAA reviews were generally 
limited to (1) verifying the accuracy of data in the computations submit- 
ted by the contractor and ( 2 )  determining whether the procedure for com- 
puting the rent was in accordance with the contract formula. An evaluation 
as to whether the prevailing terms of the lease were equitable to the Gov- 
ernment was not apparent (see p. 29) .  As discussed in previous sections 
of this report, we found a number of lease arrangements which, in our opin- 
ion, were inequitable to the Government. 

Further, at one location we found that DCAA did not consider the ques- 
tion of whether the Government obtained the benefits of rent-free use 
of the IPE for its procurements. At this location the contractor had 
orders from nine different customers for 2.75 rocket base blanks, and 
all were paying rent for use of the Government IPE even though they 
were entitled to a rent-free waiver. In one of the cases the customer 
was a Government procurement agency. After we informed the contractor 
of this situation, it told us that the customers would be advised of 
the rent-free aspect in the future. 

Agency actions and our evaluation 

Some actions have been or are being taken by DOD to provide more de- 
finitive guidelines in the conduct of the property administrators' surveil- 
lance of contractor systems and to improve the quality of property admin- 
istrators and internal audit effort. 

In our March 1966 report to the Subcommittee, we referred to the prep- 
aration of a comprehensive manual for control of Government property which 
was in process. This proposed addition to ASPR is still under active con- 
sideration. 
the Government property administrator and defines the position of property 
administration within contract administration. 

This revision specifies the duties and responsibilities of 

As discussed earlier in our report, the proposed requirements that 
contractors furnish utilization data for Government-owned IPE  would 
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provide an effective tool for management of the property. 
the property administrator's guidelines should require that this data be 
analyzed and compared to usage standards and criteria to identify IPE which 
should be reallocated to fill other DOD needs. 

We believe that 

Also, we believe that the guidelines should include a description of 
the essential characteristics of an adequate property control system. We 
believe this is necessary in order to make the required evaluations. For 
example, one essential of a control system should be to segregate review 
responsibilities from the recording of transactions, i.e., the physical in- 
ventory procedures should include appropriate segregation of duties. Other 
requirements are the establishment of monetary control accounts, and peri- 
odic reconcilement to the detailed records. Further, we note that proposed 
changes to ASPR, which affect property administration, do not provide in- 
centives for contractors to maintain an acceptable property control system. 

During our review we observed instances where apparently qualified per- 
sonnel had left their positions as property administrators because the 
field offered no long-term career in the middle management classified 
grades of GS-12 and GS-13. Adequate internal control over Government prop- 
erty resources goes beyond prescribing policies and comprehensive proce- 
dures in regulations and guidelines. It includes personnel having qualifi- 
cations commensurate with their responsibilities and requisite employee 
training programs. 

In our March 1966 report to the Subcommittee we cited a 1963 manage- 
ment study indicating that the Air Force had been unable to employ and re- 
tain the caliber of personnel needed to adequately perform the duties and 
responsibilities assigned to the property administrator. 
posed to improve the quality of the work by upgrading the assigned person- 
nel. 
program to upgrade the property administration function through the estab- 
lishment of revised interim classification standards to provide career de- 
velopment and retention of qualified property administrators. 
also includes training courses in furthering professional development of 
employees. 

The study pro- 

During our current review we noted that the Air Force has begun a 

This program 

We also have noted that the Defense Supply Agency, to which most prop- 
erty administrators are assigned, has been considering a proposed guide- 
line to supplement the Civil Service Commission's. standard for the Indus- 
trial Property Administration Series of positions. 

With regard to internal audit effort, the Office of the Assistant Sec- 
retary of Defense (Comptroller) in a memorandum to DSA and the military 
services, issued on December 27, 1966, established clear lines of audit 
policy which provided that prime responsibility for audit of the adminis- 
tration of Government property, including that furnished to contractors, is 
a part of the internal audit mission of the military services and DSA. 
DCAA's primary role will be to provide accounting and financial management 
advisory services regarding contracts and subcontracts to a l l  DOD compo- 
nents. We believe that the guidelines set forth under this policy are es-  
sential and, if effectively implemented, will significantly improve the ad- 
ministration of Government property. 
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Conclusions 

Actions taken or contemplated by DOD should, generally, improve the 
system of control over Government-owned property in the possession of con- 
tractors. However, regarding these changes we proposed that: 

1. DOD place continuing emphasis on efforts to upgrade and improve 
the quality of property administrators and thus the effectiveness 
of surveillance . 

2. DOD consider what appropriate incentives should be provided to 
encourage the establishment and maintenance, by contractors, of 
approved systems €or control over Government-owned property. 

3 .  DOD initiate an effective program of internal audit of property ad- 
ministration. 

We believe that, in general, it is reasonable that accounting prin- 
ciples and standards applicable to Government-owned property in possession 
of contractors should be at least equivalent to the generally accepted 
principles and standards applied in normal industrial practices, appropri- 
ate to the circumstances, for accountability and control of a contractor's 
own property. However, more exacting standards may be appropriate under 
certain conditions where dictated by peculiar requirements of public legis- 
lation or the Department of Defense. 

We proposed, therefore, that the new ASPR section, which defines the 
duties and responsibilities of Government property administrators, in- 
corporate a policy statement to this effect for the guidance of such 
off ic-ials. 

Agency comments 

The Deputy Assistant Secretary stated that DOD had established a joint 
study project to evaluate current position classification standards for 
property administrators (GS-1103), establish position guidelines supple- 
menting those of the Civil Service Commission, and provide qualification 
and performance standards. With regard to approving contractor property 
accounting systems €or control over Government-owned property, the Deputy 
Assistant Secretary indicated that a specific ASPR (see apps. B and C) re- 
quirement for annual review of contractor property accounting systems is 
needed and that the ASPR Committee is considering adoption of such a re- 
quirement for both commercial and nonprofit contractors. He stated also 
that scheduled or planned internal audits by agencies and military depart- 
ments and DSA should achieve the necessary audit coverage of property ad- 
mini s trat ion. 

The Deputy Assistant Secretary concurred in our proposal that it would 
be reasonable to expect that those accounting principles and standards ap- 
plicable to Government-owned property in possession of contractors should 
be equivalent to those applied in normal industrial practices. 
cated that the new ASPR supplement, covering the duties and responsibili- 
ties of the property administrator, would be amended accordingly. He 

He indi- 
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stated that, if more exacting standards than sound industrial practices 
should be necessary, the requirement would be established by contract pro- 
vision. 
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APPENDIX I 

OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE 
WASHINGTON, D.C. 20301 

M r .  W i l l i a m  A. Newman, Jr. 
Di rec to r ,  Defense Divia ion 
U. S. General Accounting Of f i ce  
Washington, D. C. 20548 

Dear M r .  Newman: 

This i s  i n  response t o  your l e t t e r  dated May 1, 1967 t o  the  
Sec re t a ry  of Defense inc los ing  copies  of a d r a f t  r e p o r t  t o  
t h e  Congress of t he  United S t a t e s ,  on Review of Cont ro ls  
over Government-owned Property i n  the  Possession of Con- 
t r a c t o r s .  (OSD #2603) 

The r e p o r t  i s  designed t o  ass is t  the  Department of  Defense (DOD) 
i n  improving the  accounting and con t ro l  of Government-owned 
property i n  t he  possession of con t r ac to r s .  Our comments on 
each of t he  14 recommendations are a t tached  f o r  your  considera-  
t i o n  p r i o r  t o  submi t t ing  the  f i n a l  r epo r t  t o  Congress. 

We apprec i a t e  your i n t e r e s t  and he lp  i n  t h i s  matter. 

S incere ly  yours ,  

/ (Procurement) 

1 Atch 
a /s  

GAB Note: Portions 05 this le t ter  have been deleted be- 
cause they  are no longer r e l evan t  t o  the matters 
discussed i n  this report. 
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APPENDIX I1 
Page 1 

DEPARTMENT OF DEFENSE 

COMMENTS ON GENERAL ACCOUNTING OFFICE REPORT 

"Review of 

i n  .the Possession of Cont rac tors"  
Controls  over Government-owned Proper ty  

1. R E C O W N D A T I O N :  We a r e  t h e r e f o r e  recommending t o  t h e  Secre ta ry  of 
Defense t h a t  provis ions  of proposed ASPR changes be r ev i sed  t o  meet the  
predominant need of providing u t i l i z a t i o n  records  and a means of a n a l y s i s  
of whether the  e x t e n t  and manner of use of Government IPE i s  s a t i s f a c t o r y .  

(Deleted) 

COMMFIW : 

The Armed Serv ices  Procurement Regulat ion (ASPR) i s  being r ev i sed  t o  

p r e s c r i b e  t h a t  the  c o n t r a c t o r  be requi red  c o n t r a c t u a l l y  t o  e s t a b l i s h  and 

maintain a w r i t t e n  system f o r  c o n t r o l l i n g  u t i l i z a t i o n  of I P E .  It a l s o  

e s t a b l i s h e s  the  r e s p o n s i b i l i t y  f o r  each Cont rac t  Adminis t ra t ion  a c t i v i t y ,  

and o the r  DOD components, t o  conduct proper ty  system surveys t o  i n su re  

the  e f f e c t i v e n e s s  of such a system, and t o  show t h e  e x t e n t  and manner of 

use of Government-owned I P E .  F i n a l l y ,  i t  provides f o r  c o n t r o l ,  d e t e c t i o n ,  

and r epor t ing  of Government-owned I P E  which i s  not  being e f f e c t i v e l y  and 

economically u t i l i z e d  by Defense c o n t r a c t o r s .  This  case  i s  now r e c e i v i n g  

a comprehensive review throughout the Department of Defense (DOD), and 

by s e l e c t e d  i n d u s t r i a l  a s s o c i a t i o n s .  

Also,  we w i l l  s tudy the  f e a s i b i l i t y  of main ta in ing  u t i l i z a t i o n  r eco rds  

on a machine-by-machine b a s i s ,  as f o r  example, IPE of s e l e c t e d  h igh  va lue .  

I f  our  s tudy  proves t h e  p r a c t i c a l i t y  of such an approach t h e  ASPR will be 

modified accordingly.  
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2. RECONMENDATION: We are recommending t o  the  Sec re t a ry  of Defense t h a t  
DIPEC's management c o n t r o l s  be reviewed, and new o r  a d d i t i o n a l  d i r e c t i v e s  
be in i t ia ted- where  requi red  t o  i n su re  t h a t  a l l  equipment which could be 
u t i l i z e d  t o  meet a n t i c i p a t e d  needs i s  cons idered ,  and t h a t  s u i t a b l e  equip-  
ment i s  o f f e red  t o  au thor ized  r e q u i s i t i o n e r s  i n  each in s t ance  when i t  i s  
a v a i l a b l e .  
sonnel  t r a i n i n g  and superv isory  review be i n s t i t u t e d  t o  a s su re  adherence 

I n  t h i s  connection w e  are recormending t h a t  a program of p e r -  

t o  e s t a b l i s h e d  pol icy  and procedures.  
(Deleted) 

COMMENT: 

Defense Supply Agency (DSA) Manual 4215.1, "Defense I n d u s t r i a l  P l an t  

Equipment Center  (DIPEC)  Operations" , con ta ins  DOD p o l i c i e s ,  procedures and 

systems f o r  r e p o r t i n g  i d l e  IPE and f o r  submi t t ing  sc reen ing  requirements.  

When sc reen ing  by DIPEC r e s u l t s  i n  a determina t ion  of n o n- a v a i l a b i l i t y ,  o r  

a n  i t e m  i s  a l l o c a t e d  and then r e j e c t e d  f o r  v a l i d  reasons ,  DIPEC i s s u e s  a 

Cer t i f ica te  of Non-Availabi l i ty .  

(Deleted) 
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COMWXT #Z CONTINUED 

DIPEC has e s t a b l i s h e d  a t r a i n i n g  program f o r  a l l  DIPEC commodity 

managers. P a r t i c u l a r  emphasis i s  being placed on the  requirement t o  

document the issuance of C e r t i f i c a t e s  of Non-Availabi l i ty  o r  o t h e r  

s p e c i f i c  condi t ions  under which items i n  inventory are r e j e c t e d  as 

unsui tab le  f o r  the  intended use. 

3 .  RECOXMENDATION: We are recommending t h a t  ASPR 13-405 be c l a r i f i e d  ' to  
show t h a t  p r i o r  approval i s  t o  be made on a machine-by-machine b a s i s  and 
t h a t  the term "25 percent  non-Government use" be more p r e c i s e l y  def ined .  
I n  add i t i on ,  w e  are recornmending t h a t  ASPR be c l a r i f i e d  t o  d i f f e r e n t i a t e  
OEP approvals  from l o c a l  monthly approvals  f o r  r e n t a l  purposes. 

(Deleted) 
COMMENT : 

A requirement f o r  p r i o r  approval  by the  O f f i c e  of Emergency Planning 

(OEP) on a machine-by-machine b a s i s  f o r  commercial use over  25 percent  

per  machine would create a s u b s t a n t i a l  a d m i n i s t r a t i v e  burden no t  commen- 

s u r a t e  w i th  the  goa ls  sought t o  be achieved. To main ta in  a f a c t u a l  u t i l i z a -  

t i o n  record by ind iv idua l  machine f o r  commingled Government and contractor-owned 

p l a n t  equipment on a cont rac t- by- cont rac t  b a s i s  i s  imprac t i ca l .  

very time consuming, d i s r u p t  the c o n t r a c t o r ' s  product ion planning process ,  

It would be 

and r e s u l t  i n  the a d d i t i o n  of a c o s t l y  a d m i n i s t r a t i v e  burden f o r  both 

Government and Indus t ry .  A more p r a c t i c a l  approach, which w e  are pursuing,  

i s  one of more aggressive s u r v e i l l a n c e ,  maximum use  of a l l  p l a n t  equipment, 

and a d d i t i o n a l  emphasis on the  c o l l e c t i o n  of adequate  r e n t a l s .  

DOD has requested tLat OEP meet wi th  us f o r  t h e  purpose of reaching  an  

acceptab le  s o l u t i o n  on t h i s  p o i n t ,  on t h e  ques t ion  of d e f i n i n g  "25 percent  

non-government use ,"  aad the  d i f f e r e n t i a t i o n  of OEP approvals  from l o c a l  

However, 
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COMMfZhT 8 3  CONTINUED 

monthly approvals  f o r  r e n t a l  purposes. Also, as mentioned i n  our comment #l, 

w e  a r e  s tudying  the  p r a c t i c a l i t y  of maintaining u t i l i z a t i o n  records  on a 

machine-by-machine b a s i s  f o r  s e l e c t e d  high va lue  items of IPE. 

4 .  RECOMMENDATION: Accordingly, w e  a r e  recommending t h a t  the Sec re t a ry  
of Defense, i n  connection wi th  f u r t h e r  cons ide ra t ion  of a c u r r e n t  DOD 
proposal  f o r  r e v i s i o n  of t he  r e n t a l  base,  cons ider  the  de te rmina t ion ,  
f o r  r e n t a l  purposes,  o f  a c t u a l  machine use on a machine-by-machine b a s i s .  
Since i t  appears  t o  us  t h a t ' t h e  proposed method which i s  under cons ide ra t ion  
by DOD would be exceedingly complex t o  admin i s t e r ,  p a r t i c u l a r l y  as t o  the  
e f f e c t  of c o n t r a c t  changes, w e  a r e  a l s o  recommending cons ide ra t ion  of t h i s  ~. 

matter i f  no t  previously considered by the Department. (Deleted) 

Severa l  a l t e r n a t i v e  proposals  are being considered by t h e  ASPR 

Committee concerning condi t ions  f o r  u s e  of Government p l a n t  equipment. 

None o f  t hese  a l t e r n a t i v e s  contemplate a determina t ion  of a c t u a l  equipment 

u s e  on a machine-by-machine b a s i s .  Our  p o s i t i o n  regard ing  c o n t r o l s  on a 

machine-by-machine b a s i s  i s  s ta ted i n  t he  response t o  recommendations 

#l and 3 .  

5. RECOMMENDATION: We a r e  recommending t h a t ,  i n  o rde r  t o  improve con t ro l  
over  t h e  use of  Government IPE, t he  Department cons ider  t he  need f o r  more 
s t r i n g e n t  language i n  the present  ASPR c l ause .  (Deleted) 

COMMENT; 

fK)D has cont inuously t...:xn the  p o s i t i o n  t h a t  con r rac to r s  should be he ld  

l i a b l e  f o r  any unauthorized a se  of IPE. However, w e  w i l l  cons ider  the  need 

f o r  s t r o n g e r  language i n  paragraph ( e )  of t he  "use and charges" c l ause  (ASPR 

7-702.12) t o  a s s u r e  adequate c o n t r o l  over  t h e  use of Government-owned IPE 

i n  possess ion  of  Defense con t r ac to r s .  
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6. RECOTII.ILiJDATION: We are recommending, t h e r e f o r e ,  t h a t  DOD re-examine 
i t s  cu r ren t  po l icy  of not  au tho r i z ing  r e n t - f r e e  use of A i r  Force  heavy 
presses  used  on Government work, and t h a t  p r i o r i t y  e f f o r t  be app l i ed  t o  
i nc reas ing  the  Government ‘ s r e t u r n  through r e n t a l  arrangements.  

COMMENT : 

(Deleted) 

The A i r  Force heavy p r e s s  program, a unique s i t u a t i o n  because of t h e  

high c o s t  of the  presses, requi red  s p e c i a l  OEP approval  on a l l  leases. 

It cont inues t o  r ece ive  s p e c i a l  emphasis. DOT), i n  conjunct ion  wi th  t h e  

A i r  Force, i s  re-examining e x i s t i n g  arrangements p e r t a i n i n g  t o  r e n t a l  charges 

f o r  use of these  presses. We are cons ide r ing  such aspects as waiving the  

r e n t a l  charges f o r  Government work, i nc reas ing  r e n t a l  r e t u r n s  on commercial 

use ,  and the  f e a s i b i l i t y  of s e l l i n g  some of t he  p re s ses  t o  Defense c o n t r a c t o r s .  

7 .  RECOMNENDATION: We a r e  t h e r e f o r e  recommending t h a t  the  DOD p l ace  con- 
cen t r a t ed  e f f o r r s  on the r e v i s i o n  and admin i s t r a t i on  of the  fo l lowing  a s p e c t s  
of i t s  i n d u s t r i a l  f a c i l i t y  modernization and replacement program: (1) i n c l u-  
s i o n  i n  procedures of a requirement f o r  s p e c i f i c  cons ide ra t ion ,  and a state- 
ment, as  t o  the  c o n t r a c t o r ’ s  a b i l i t y  o r  w i l l i n g n e s s  t o  p r i v a t e l y  f inance  
modernization proposa ls ,  (2)  cons ide ra t ion  of a r e v i s i o n  of gu ide l ines  t o  
make the  provis ion  of Government-furnished p l a n t  equipment more d i r e c t l y  
r e l a t e d  t o  new, major defense programs, (3)  a re-examination o f  t he  p r i n c i p l e  
of recovery of savings through r e p r i c i n g  of incent iveLtype c o n t r a c t s  and 
subcont rac ts  , and ( 4 )  improvement of f &  v a l i d i t y ’  anA’review of j u s t 2 f i c a -  
t i o n  and a c t u a l  experience d a t a ,  wi th  p a r t i c u l a r  a t t e n t i o n  t o  t h e  a spec t  
of commercial use. (Deleted) 

COMMENT : 

It i s  DOD pol icy  (322 Direc t ive  4275.5,  I n d u s t r i a l  F a c i l i t y  Expansion and 

Replacement) t h a t  the c o n t r a c t o r  be encouraged t o  r ep l ace  o l d ,  i n e f f i c i e n t  

government t o o l s  wi th  mom modern, e f f i c i e n t ,  p r i v a t e l y  owned t o o l s .  We 

w i l l  modify our c u r r e n t  procedures t o  r e q u i r e  s p e c i f i c  cons ide ra t ion ,  and 

a s ta tement ,  as t o  the c o n t r a c t o r ’ s  i n a b i l i t y  o r  unwi l l ingness  t o  f i nance  

e quip m e  n t mode rn  i z a t ion.  

We w i l l  revLc‘w the  need to r e v i s e  our  gu ide l ines  as they apply t o  both  
new, and e x i s t i n g ,  ral;i;cjr Defense programs. However, we f e e l  t h a t  the  problems 
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h igh l igh ted  i n  the  GAO r e p o r t  s t e m  p r imar i ly  from admin i s t r a t i on  of t he  

modernization program, not  inadequate gu ide l ines .  These d e f i c i e n c i e s  w i l l  

be cor rec ted  through a program t o  improve the  t e c h n i c a l  competency of our  

property admin i s t r a ro r s ,  by a more d e t a i l e d  eva lua t ion  of the  v a l i d i t y  and 

review of j u s t i f i c a t i o n  and experience d a t a  a t  the l o c a l  l e v e l ,  and by a 

requirement f o r  workload p r o j e c t i o n s  f a r  enough i n  the  f u t u r e  t o  allow f o r  

admin i s t r a t i ve  and procurement lead time. 

The ASPR Committee has had under cons ide ra t ion  f o r  some time the  s u b j e c t  

of recovery of savings under a l l  types of c o n t r a c t s .  The views contained 

i n  your l e t t e r  of 30 March 1967 on recovery of sav ings  i n  the  r e p r i c i n g  

of incent ive- type  c o n t r a c t s  are being considered by the committee. 

8. RECOWENDATION: W e  a r e  recommending t h a t  c o n t r a c t i n g  p r a c t i c e s  and 
ASPR p rov i s ions  be s t u d i e d ,  w i th  t h e  o b j e c t i v e  of provid ing  a method f o r  
app ropr i a t e ly  accumulating, recording and r e p o r t i n g  t r a n s p o r t a t i o n  and 
i n s t a l l a t i o n  c o s t s  which a r e  borne by the  Government. (Deleted) 
COMMENT : 

We agree  t h a t ,  a s  a genera l  p r i n c i p l e ,  t he  c o s t  of p l a n t  equipment 

should inc lude  the  c o s t  of t r a n s p o r t a t i o n  f o r  d e l i v e r y  t o  the  c u r r e n t  i n s t a l l a -  

t i o n  s i t e ,  inc luding  t h e  c o s t  of i n s t a l l a t i o n .  I n  o rde r  t o  comply wi th  ASPR 

7-702.12, it i s  necessary thac  cos t  of p l an t  equipment inc lude  the  c o s t s  of 

t r a n s p o r t a t i o n  t o ,  and i n s t a l l a t i o n  i n ,  t he  present  l o c a t i o n  of p l a n t  equip-  

ment i n  Defense c o n t r a c t o r s '  p l a n t s  f o r  t h e  purpose :jf charges f o r  use of t he  

equipment. 

by amending ASPR a f t e r  s tudy of the most f e a s i b l e  way of ob ta in ing  e q u i t a b l e  

c o s t  d a t a ,  by a c ~ a u n t i n g  o r  s t a t i s t i c a l  methods. 

Act ion w i l l  be taken  t o  a s su re  compliance w i t h  t h i s  requirement 
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9 .  ECOMi%NDATION: We a r e  t h e r e f o r e  recommending t h a t  a s tudy  be made of 
methods by which DIPEC records  could be used f o r  N2vy proper ty  management 
purposes,  w i t h  t h e  ob jec t ive  of e l i m i n a t i n g  d u p l i c a t e  recordkeeping by 
the  Navy; and t h a t  the  Department of Defense i n v e s t i g a t e  t he  p o s s i b i l i t y  
of similar dup l i ca t ions  i n  t he  o t h e r  m i l i t a r y  s e r v i c e s  ( ~ ~ l ~ ~ ~ d )  

COMMENT : 

Duplicate  recordkeeping r e l a t e d  t o  Navy-owned IPE i n  possess ion  of 

con t r ac to r s  i s  being discont inued.  The requirement f o r  records  w i l l  be 

s a t i s f i e d  by r e l i a n c e  upon both the  c o n t r a c t o r  and DIPEC proper ty  records .  

ASPR (Appendices B and C )  i s  being rev ised  t o  prevent  d u p l i c a t i o n  of 

property records  i n  a l l  Defense agencies .  I f  o t h e r  d u p l i c a t i o n  i s  

found i n  t he  Mil i tary  Departments, c o r r e c t i v e  a c t i o n  w i l l  be i n i t i a t e d .  

10. ~ C O ~ ~ l E N I l A T I O N :  We a r e  t h e r e f o r e  recommending t h a t  t he  Sec re t a ry  of 
Defense e s t a b l i s h  a s t u d y  p r o j e c t  t o  determine the procedures t o  be 
used and the  po in t  i n  the c o n t r a c t i n g  process  a t  which f i n a n c i a l  c o n t r o l  
of  s p e c i a l  t oo l ing  should be e s t a b l i s h e d .  Fu r the r ,  w e  a r e  recommending 
t h a t  an appropr i a t e  s e c t i o n  of ASPK be rev ised  t o  r e q u i r e  t h a t  proper  
i n t e r n a l  con t ro l  procedures be employed i n  the t ak ing  of phys ica l  inven- 
t o r i e s  which would inc lude  appropr i a t e  s eg rega t ion  of  d u t i e s  of p a r t i c i p a t i n g  
personnel .  

COMMENT : 
(Deleted) 

Based upon p r i o r  experience o f  bo th  the  M i l i t a r y  Departments and 

commercial i ndus t ry ,  s p e c i a l  t o o l i n g  has been and shquld cont inue t o  be 

considered as expendable czmsumable) proper ty .  The p rov i s ion  of d e t a i l i n g  

. .  i n  each con t r ac t  the s?et?l:zl t o o l i n g  requi red  t o  produce end items under 

the  c o n t r a c t  i s  considered an adequate b a s i s  of c o n t r o l .  Normally, s p e c i a l  

t o o l i n g  i s  produceu s o l e l y  f o r  a p a r t i c u l a r  process  o r  machine. 

mination by the  conri-act ing o f f i c e r  t h a t  t h i s  s p e c i a l  t o o l i n g  i s  no longer  

Upon d e t e r -  

requi red  by the G o v e r n r n ~ n ~ ,  i t  should be disposed of i n  accordance wi th  

ASPR, Sec t ion  V I I I ,  7 z r i  .,. Therefore ,  we p lan  no change t o  t he  s p e c i a l  

roo l ing  provis ion  C l i ; L e ; i L  .y i.; e~S.'R. 
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DOD concurs w i th  the  recommendation t h a t  we  r e q u i r e  proper i n t e r n a l  c o n t r o l  

procedures ,  which include seg rega t ion  of d u t i e s  of  r e spons ib l e  con t r ac to r  

personnel  t ak ing  phys ica l  invencor ies  of Government proper ty .  We w i l l  

f u r t h e r  review the  d e s i r a b i l i t y  of an ASPR r e v i s i o n  (Appendices B and C) 

i n  t h i s  regard.  

11. RECONMENDATION: Accordingly, w e  are recommending t o  t he  DOD t h a t  the  
ASPR be changed t o  requi rg  (1)  f i n a n c i a l  accounting c o n t r o l s  f o r  Government- 
owned ma te r i a l  i n  the  possess ion  of c o n t r a c t o r s  i n  o rde r  t o  a s s u r e  adequate 
c o n t r o l  and safeguarding of the a s s e t s  and a l so  r e l i a b l e  r e p o r t i n g  of the  
amounts on tiAnd, and ( 2 )  t h a t  proper  i n t e r n a l  c o n t r o l  procedures be employed 
i n  t he  tak ing  of phys ica l  i nven to r i e s  which would inc lude  appropr i a t e  segre-  
ga t ion  of d u t i e s  of p a r t i c i p a t i n g  personnel .  (Deleted) 

Financ ia l  c o n t r o l s  f o r  m a t e r i a l  have been the  s u b j e c t  of s tudy f o r  many 

yea r s  i n  COD. These s t u d i e s  are being cont inued.  I n  a d d i t i o n ,  a proposal  

w i l l  be submitted f o r  cons ide ra t ion  by the  ASPR Committee f o r  c r i t e r i a  t 0  

e s t a b l i s h  con t r ac to r  requirements f o r  accounting f o r  cont rac tor- acqui red  

Governmenr: ma te r i a l .  

DOD is c u r r e n t l y  r e v i s i n g  i t s  procedures t o  exclude from the  previous 

d e f i n i t i o n  of Government-furnished ma te r i a l  those  items s e n t  t o  c o n t r a c t o r s  

f o r  processing and r e t u r n .  Accounting f o r  these  i t e m s  w i l l  be performed by 

t h e  cognizant  inventory con t ro l  po in t  o r  o t h e r  a c t i v i t y  of the  DOD component 

i n  both q u a n t i t a t i v e  anu ,nonetarry terms. While t h e  c o n t r a c t o r  w i l l  be r equ i r ed  

t o  keep i t e m  records  f o r  scheduling purposes,  he w i l l  be r e l i e v e d  of f i n a n c i a l  

property accounting 

12. RECOXHENDATIO&. de are recommending t h a t  the Department i nc rease  
management e f f o r t s  KO ensure compliance of ASPR requirements  w i th  regard 
t o  c o n t r o l  of properLy by D I P E C .  V e  are a l s o  recommending t h a t  the  
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ASPR be rev ised  t o  (1) r equ i r e  f i n a n c i a l  accouuting c o n t r o l  of Government 
owned i n d u s t r i a l  p l an t  equipment (Deleted) and s p e c i a l  test  equipment 
a t  nonpro f i t  i n s t i t u ' t i o n s ,  ( 2 )  provide more s p e c i f i c  c r i t e r i a  regard ing  "con- 
t r o l l e d"  equipment which i s  not t o  be t r a n s f e r r e d  t o  u n i v e r s i t i e s ,  p a r t i c u l a r l y  
with r e spec t  t o  i t s  a p p l i c a t i o n  t o  i n d u s t r i a l  p roduct ion  equipment con t ro l l ed  
by D I P E C ,  and ( 3 )  r e q u i r e  proper i n t e r n a l  con t ro l  procedures  i n  t he  t ak ing  
of phys ica l  i nven to r i e s ,  which would inc lude  appropr i a t e  s eg rega t ion  of 

d u t i e s  of p i i r t ic ipac ing  personnel .  (Deleted) 

Paragraph C211.6,  Appendix C ,  Manual f o r  Cont ro l  of Government Property 

i n  Possession of  Nonprofi t  Research and Development Con t r ac to r s ,  r e q u i r e s  

c o l l e g e s  and u n i v e r s i t i e s  t o  maintain f i n a n c i a l  accounts  f o r  Government- 

owned r e a l  proper ty  and p l an t  equipment. We agree  t h a t  t h e r e  has been a 

f a i l u r e  t o  e x e r c i s e  compliance wi th  t h i s  requirement.  We w i l l  t ake  the  

necessary steps t o  assure compliance. 

We ques t ion  the  a d v i s a b i l i t y  of r equ i r ing  f i n a n c i a l  account ing  f o r  

(Del e ted) s p e c i a l  t e s t  equipment provided non- pro f i t  c o n t r a c t o r s .  It 

i s  DOD pol icy  t o  charge 

on the  i n i t i a l  c o n t r a c t  as an ope ra t ing  c o s t .  As mentioned i n  our  comment t o  

(Deleted) s p e c i a l  t e s t  equipment f o r  u s e  

recommendation 810, we f e e l  i t  is  not  d e s i r a b l e  t o  r e q u i r e  f i n a n c i a l  accounting 

f o r  (Deleted) s p e c i a l  t e s t  equip-  

mc II t . 

We agree t h a t  industrial p l a n t  equipment c o s t i n g  over $:,a30 a u n i t ,  a t  

c o l l e g e s  and u n i v e r s i t i e s ,  should be repor ted  t o  D I I T C  f o r  management and 

c o n t r o l  purposes. Also, a v a i l a b l e  equipment of t h i s  type  should be screened 

f o r  u t i l i z a t i o n  p r i o r  t o  donat ion t o  the  nonpro f i t  c o n t r a c t o r  under p rov i s ions  

of 42 U.S.C. 1852. A r e v i s i o n  t o  DSA r e g u l a t i o n s  and ASPK designed t o  meet 

t h i s  o b j e c t i v e ,  w i i l  be processed. 

8 2  
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13.  'RECOWiENDATfON : We 
t i n u i n g  emphasis on e f f o  
admin i s t r a to r s  and thus  

a r e  recommending t h a t  the  DOD (1) p lace  con- 
r t s  t o  upgrade and improve the  q u a l i t y  of property 
the  e f f e c t i v e n e s s  of t h e i r  s u r v e i l l a n c e  over  Govern- 

ment-owned property i n  t h e  possess ion  of c o n t r a c t o r s ,  (2)  cons ider  what 
app ropr i a t e  i ncen t ives  should be provided t o  encourage t h e  es tab l i shment  and 
maintenance, by c o n t r a c t o r s ,  of an approved system f o r  c o n t r o l  over Govern- 
ment-owned proper ty ,  and (3 )  i n i t i a t e  an e f f e c t i v e  program of i n t e r n a l  a u d i t  
of property a d n i n i s t r a t i o n .  ( ~ ~ l ~ ~ ~ ~ )  

DOD has e s t a b l i s h e d  a j o i n t  study p r o j e c t  t o  eva lua t e  cu r r en t  p o s i t i o n  

c l a s s i f i c a t i o n  s tandards  for0 proper ty  admin i s t r a to r s  (GS-1103), e s t a b l i s h  

p o s i t i o n  gu ide l ines  supplementing those  of the  C i v i l  Serv ice  Commission, and 

provide q u a l i f i c a t i o n  and performance s tandards .  We cons ider  t h i s  p r o j e c t  of  

utmost importance. You may be assured  t h a t  i t  w i l l  r e ce ive  our c lo se  a t t e n t i o n .  

Under c u r r e n t  ASPR procedures t h e  con t r ac to r  is  requi red  t o  e s t a b l i s h  and' 

maintain an approved system f o r  accounting and c o n t r o l  of  Government-owned 

property.  We be l i eve  a s p e c i f i c  ASPR (Appendices B and C) requirement f o r  

annual review 02 t h e  con t r ac to r s  proper ty  accounting system i s  needed. The 

ASPR committee i s  cons ider ing  adoption of such a requirement f o r  both commercial 

and Ron-profit  con t r ac to r s .  Notivacion should not be i n  t he  form of a n  i n c e n t i v e  

o r  a n  award t o  accomplish a c&sk o therwise  requi red  by the c o n t r a c t  and sound 

i n d u s t r i a l  p r a c t i c e .  

We concur t h a t  t he re  should be a d d i t i o n a l  emphasis on t h e  a u d i t  of c o n t r o l s  

ove r ,  and u t i l i z a t i o n  o f ,  Government: p roper ty  i n  the  possess ion  of con t r ac to r s .  

A s  noted i n  t he  GAO r e p o r t ,  ASD(C) menorandurn of December 27, 1966, t o  t he  

Ass i s t an t  S e c r e t a r i e s  of t he  M i l i t a r y  Departments (FM), t h e  D i r e c t o r ,  Defense 

Cont rac t  A u d i t  A+ncy ~ arid the  Comptrol ler ,  DSA, e s t a b l i s h e d  areas of audit: 
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- COMMENT #13 CONTIbXEI) 

r e s p o n s i b i l i t y  f o r  both c o n t r a c t  and i n t e r n a l  a u d i t o r s  i n  Government property 

a u d i t s ,  C o l l a t e r a l l y ,  t he  memorandum e s t a b l i s h e d  procedures  f o r  assist  a u d i t s  

as appropr i a t e  by e i t h e r  c o n t r a c t  o r  i n t e r n a l  a u d i t o r s .  This po l i cy  guidance, 

t oge the r  with the i n t e r n a l  a u d i t s  scheduled o r  planned by t h e  i n t e r n a l  a u d i t  

agencies  of the M i l i t a r y  Departments and DSA, should achieve t h e  a u d i t  coverage 

contemplated by p a r t  t h r e e  of  t h e  GAO recommendation. 

14. RECOi%4ilKDATION: We are recommending, t h e r e f o r e ,  t h a t  t h e  new ASPR 
s e c t i o n ,  which de f ines  the d u t i e s  and r e s p o n s i b i l i t i e s  of Government 
property admin i s t r a to r s ,  incorpora te  a po l icy  s ta tement  t o  t h i s  e f f e c t  
f o r  the guidance of such o f f i c i a l s  (Deleted) 
COMMENT : 

DOD agrees  i t  is  reasonable t o  expec t  t h a t  those  accounting p r i n c i p l e s  

and s t anda rds  app l i cab le  t o  Government-owned proper ty  i n  possess ion  of 

c o n t r a c t o r s  should be equivaient:  t o  those appl ied  i n  normal i n d u s t r i a l  

p r a c t i c e s .  The new ASPR supplement, covering the  d u t i e s  and r e s p o n s i b i l i -  

t ies  of the  property admin i s t r a to r  , w i l l  be amended t o  r e q u i r e  accep tab le  

accounting p r i n c i p l e s  and s tandards  commensurate wi th  t h a t  of sound i n d u s t r i a l  

p r a c t i c e s .  I f  more exac t ing  s tandards  than sound i n d u s t r i a l  p r a c t i c e s  are 

necessary ,  t h e  requirement w i l l  be e s t a b l i s h e d  by c o n t r a c t  provis ion .  

SEPARATE COPMENT : 

The GAO pointed out  i z i  its r e p o r t  t h a t  gu ide l ines  should be included 

i n  ASPR f o r  determining when t o  c a p i t a l i z e  o r  expense c o s t s  i ncu r red  on 

Government r e a l  p roper ty  i n  possess ion  of Defense c o n t r a c t o r s .  (Deleted) DOD 

w i l l  develop necessary c r i c e r i a  For c a p i t a l i z i n g  o r  expensing c o s t s  i ncu r red  

on Government r e a l  property i n  possessior,  of Defense c o n t r a c t o r s  f o r  i n c l u s i o n  

i n  ASPT,. 

- 

8 4  
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PRINCIPAL OFFICIALS 

OF THE DEPARTMENT OF DEFENSE, THE MILITARY DEPARTMENTS 

AND THE OFFICE OF EMERGENCY PLANNING 

RESPONSIBU FOR THE ADMINISTRATION OF ACTIVITIES 

DISCUSSED I N  THIS REPORT 

Tenure of o f f i c e  

DEPARTMENT OF DEFENSE 

SECRETARY OF DEFENSE: 
Robert S. McNamara 

DEPUTY SECRETARY OF DEFENSE: 
Paul  H. Nitze 
Cyrus R .  Vance 
Roswell L. G i l p a t r i c  

ASSISTANT SECRETARY OF DEFENSE (COMPTROLUR) : 
Robert N.  Anthony 
Charles J. Hitch 

ASSISTANT SECRETARY OF DEFENSE (INSTALLATIONS AND 
LOGISTICS): 

Thomas D. Morris 
Paul  R.  I g n a t i u s  
Thomas D. Morris 

DEPUTY COMPTROLLER FOR AUDIT SYSTEMS: 
K .  K.  Ki lgore  

DEPARTMENT OF TKE ARMY 

SECRETARY OF THE ARMY: 
Stanley R.  Resor 
Stephen A i l e s  
Cyrus R.  Vance 

UNDER SECRETARY OF TIE  ARMY: 
David E. McGiffert 
S tanley R. Resor 
Paul R. I g n a t i u s  
Stephen A i l e s  

From 

Jan.  1961 

J u l y  1967 
Jan.  1964 
Jan.  1961 

Sept .  1965 
Feb. 1961 

Sept .  1967 
Dec. 1964 
Jan.  1961 

Feb. 1963 

To 

Present  

Present  
June 1967 
Jan.  1964 

Presen t  
Aug. 1965 

Present  
June 1967 
Dec. 1964 

Present  

J u l y  1965 Present  
Jan .  1964 Ju ly  1965 
J u l y  1962 Jan.  1964 

Nov. 1965 Presen t  
Apr. 1965 J u l y  1965 
Mar. 1964 Dec. 1964 
Feb. 1961 Jan.  1964 
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PRINCIPAL OFFICIALS 

OF THE DEPARTMENT OF DEFENSE, THE MILITARY ISEPARTMENTS 

AND THE OFFICE OF EMERGENCY PLANNING 

RESPONSIBlE FOR THE ADMINISTRATION OF ACTIVITIES 

DISCUSSED I N  THIS REPORT (continued) 

Tenure of o f f i c e  
From - To 

DEPARTMENT OF THE ARMY (continued) 

ASSISTANT SECRETARY OF THE ARMY (INSTALLATIONS AND 
LOGISTICS) : 

D r .  Robert A. Brooks 
Daniel M. Luevano 
A. Tyler  Por t  ( ac t ing)  
Paul  R.  I gna t i u s  

CHIEF OF STAFF: 
General Harold K.  Johnson 
General Earle G. Wheeler 

CHIEF, U.S. ARMY AUDIT AGENCY: 
Major General H. G.  Sparrow 
Major General P. F . Lindeman 
Major General T .  Sands 
Major General S. Jones 

DEPARTMENT OF THE NAVY 

SECRETARY OF THE NAVY: 
Paul R.  I gna t i u s  
Paul H. Nitze 

UNDER SECRETARY OF THE NAVY: 
Charles F.  Baird 
Robert H. B.  Baldwin 
Kenneth E. BeLieu 
Paul B. Fay, Jr. 

ASSISTANT SECRETARY OF THE NAVY (INSTALLATIONS 
AND LOGISTICS) : 

G r a e m e  C .  Bannerman 
Kenneth E. BeLieu 

O c t .  1965 Present  
July 1964 O c t .  1965 
Mar. 1964 June 1964 
May 1961 Feb. 1964 

Ju ly  1964 Present  
O c t .  1962 June 1964 

Mar. 1967 Present  
Apr. 1966 Feb. 1967 
Har. 1965 Feb. 1966 
Apr. 1961 Feb. 1965 

Aug. 1967 Presen t  
Nov. 1963 June 1967 

Ju ly  1967 Present  
Ju ly  1965 June 1967 
Feb. 1965 Ju ly  1965 
Feb. 1961 Jan. 1965 

Feb. 1965 Presen t  
Feb. 1961 Feb. 1965 
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PRINCIPAL OFFICIALS 

OF THE DEPARTMENT OF DEFENSE, THE MILITARY DEPARTMENTS 

AND THE OFFICE OF EMERGENCY PLANNING 

RESPONSIBIE FOR THE ADMINISTRATION OF ACTIVITIES 

DISCUSSED I N  THIS REPORT (continued) 

Tenure of off ice 
From 

DEPARTMENT OF THE NAVY (continued) 

CHIEF OF NAVAL MATERIAL: 
V i c e  Admiral I g n a t i u s  J. Galant in  
V i c e  Admiral W i l l i a m  A. Schoech 

AUDITOR GENERAL: 
Captain E. K .  Auerbach 
Captain P .  Nicks 
Captain C .  M. Grassino 
Rear Admiral E. S tanley  

DEPARTMENT OF THE AIR FORCE 

SECRETARY OF THE AIR FORCE: 
D r .  Harold Brown 
Eugene M. Zuckert 

UNDER SECRETARY OF THE AIR FORCE: 
Townsend Hoopes 
Norman S. Paul  
D r  , Brockway McMillan 

Mar. 1965 
Ju ly  1963 

Oct. 1965 
Sept .  1965 
Feb. 1965 
Nov. 1962 

O c t .  1965 
Jan.  1961 

Oct. 1967 
O c t .  1965 
June 1963 

ASSISTANT SECETARY OF THE AIR FORCE (INSTALLA- 
TIONS AND LOGISTICS) (formerly mate r i e l )  : 

Robert H. Char les  Nov. 1963 

CHIEF OF STAFF: 
General John P. McConnell 
General Curtis E .  LeMay 

AUDITOR GENERAL : 
Major General Don Coupland 
Major General  W .  W .  V e a l  

Feb. 1965 
July 1961 

Sept .  1964 
Aug. 1963 

To 

Present  
Mar. 1965 

Present  
O c t .  1965 
Aug. 1965 
Feb. 1965 

Present  
O c t .  1965 

Present  
Sept .  1967 
Sept .  1965 

Presen t  

P resen t  
Jan.  1965 

Presen t  
Ju ly  1964 
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PRINCIPAL OFFICIALS 

OF THE DEPARTMENT OF DEFENSE, THE MILITARY DEPARTMENTS 

AND TNE OFFICE OF EMERGENCY PLANNING 

RESPONSIBLX FOR THE ADMINISTRATION OF ACTIVITIES 

DISCUSSED I N  THIS REPORT (continued) 

Tenure of o f f i c e  
From - To 

DEFENSE CONTRACT AUDIT AGENCY 

DIRECTOR : 
W i l l i a m  B. Pe t t y  

DEFENSE SUPPLY AGENCY 

DIRECTOR : 
Lieutenant General E .  C .  Hedlund, USAF 
V i c e  Admiral Joseph M. Lyle, USN 

DEPUTY DIRECTOR : 
Major General W. W .  Vaughn, USA 
Major General E. C .  Hedlund, USAF 
Major General F . C.  Gideon, USAF 

DEPUTY DIRECTOR FOR CONTRACT ADMINISTRATION SER- 
VICES: 

Major General John A. Goshorn, USA 
Major General W .  W. V e a l ,  USAF 

COMMANDER, EFENSE INDUSTRIAL PLANT EQUIPMENT 
CENTER : 

Colonel F. S i t l e r ,  USAF 
Colonel F .  S i t l e r ,  USAF' (ac t ing)  
Colonel S. F. Langley, USAF 

AUDITOR GENERAL : 
Burk 0. Barker 

Ju ly  1965 Present  

Ju ly  1967 Present  
Ju ly  1964 June 1967 

July 1967 Present 
Aug. 1966 June 1967 
Ju ly  1964 Ju ly  1966 

Aug. 1966 Present  
Ju ly  1964 Ju ly  1966 

Jan.  1966 Present  
O c t .  1965 Jan. 1966 
Mar. 1963 O c t .  1965 

Dec. 1961 Present  

OFFICE OF EMERGENCY PLANNING 
EXECUTIVE OFFICE OF THE PmSI17ENT 

DIRECTOR : 
P r i c e  Daniel O c t .  1967 Presen t  
F a r r i s  Bryant Mar. 1966 O c t .  1967 

8 8  
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PRINCIPAL OFFICIALS 

OF THE DEPARTMENT OF DEFENSE, THE MILITARY DEPaRTMENTS 

AND THE OFFICI3 OF EMERGENCY PJANNING 

ESPONSIBLE FOR THE ADMINISTRATION OF ACTIVITIES 

DISCUSSED I N  THIS REPORT (continued) 

Tenure of o f f i c e  
From - To 

OFFICE OF EMERGENCY PLANNING 
EXECUTIVE OFFICE OF TEE PRESIDENT (continued) 

DIRECTOR (continued) : 
Frank l i n  P. Dryden (ac t ing)  
Buford E l l i ng ton  
Edward A .  McDermott 

Jan. 1966 Mar. 1966 
Feb. 1965 Jan. 1966 
Feb. 1962 Jan. 1965 

89 



APPROXIMATE COST OF GOVERNMENT-OWNED PROPERTY 

AT CONTRACTORS’ PWVI”T INCLUDED IN OUR REVIEW 

AS OF REPORTING DATES I N  FISCAL YEAR 1966 (note  a )  

Facilities 

P r  inc ipa l  type 
of contractor  

Ordnance 

Electronics  

Ai rc ra f t  engine 

Airframe 

Heavy press  

Total--manufacturing p lants  

Nonprofit (un ive r s i t i e s )  

Total --al l  contractors  

Number P lant  
v i s i t e d  cognizance 

ze DCAS 

4 DCAS 

5 WAS 
1 A i r  Force 
1 Navy 

2 DCAS - 
1 7  

2 ONR - 

BF heavy 
IPE presses  

(note b) (note  c)  

$ 28,333,700 $ 34,030,600 

10,720,200 - 
360,600 - 

101,160,100 - 
18,055,900 - 
33,384,100 - 
3,718,400 - 

- 74,220,800 

195,733,000 108,251,400 

4,149,6003 - 
$199,882,600 $108,251,400 

a l so  v i s i t e d  four contractor  loca t ions  where we did not c o l l e c t  comparable 
f inancia l  da ta  for  Government-owned property i n  t h e i r  possession. A t  these 
locat ions w e  r e s t r i c t e d  our examination t o  the  DOD Indus t r i a l  Equipment Modern- 
i z a t i o n  and Replacement Program. 

bPr inc ipa l ly  metalworking machine too l s  e 

CPresses and support equipment under the A i r  Force heavy press  program. 

dMilitary property cons is t s  of mi l i ta ry  personal property,  such as t rucks,  radar  

eIncludes one heavy press operator who is also an ordnance manufacturer. 

equipment, and a i r c r a f t .  

No t read i ly  determinable. 

Br imar i l y  test vans and test chambers a 
8 

hPrirnariLy s c i e n t i f i c  equipment and fu rn i tu re  and f ix tures .  

iIncludes tool ing  a t  subcontractor loca t ions  e 

jIncludes synchrocyclotron cost ing $2.4 million. Remaining i t e m s  a t  miversfties 
r e f e r  primarily t o  e l ec t ron ic  t e s t  equipment, both general purpose and special- 
ized. 
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Facilities 
Real proper& Tooling and Military 

improvements other property Materials equipment (note d) 

$ 5,763,800 $ 1,433,100 $ 2,247,000 $ 8,567,300 $ 84,700 

3,649,200 4,034,200 (f) 20,333,700 275,700 

and Minor and test Prop- ty 

117,800 9,658,900 7,871,200 19,237,500 - 
1,202,400 3,396,800 16,276,200 84,105,900 - 

- 548,100 5,653,400 26,293,100 2,252,100 
73,416,600 23,949, OOOh 20,554,600 185,093, 90Oi 26,549,900 - 1,951,700 45,636,700 4,107,200 - 
31,488,400 - * - - 
115,638,200 44,971,800 98,239,100 347,738,600 29,162,400 

107,800 416,600 - 3 - 

$115,746,000 $45,388,400 $98,239,100 $347,738,600 $29,162,400 - 

Total 

$ 80,460,200 

39,013,000 
37,246,000 

206,141,400 

52,802,600 
362,948,100 
55,414,000 

105,709,200 

939,734,500 

4,674,000 

$944,408,500 




